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THE WAR INDUSTRIES BOARD: ITS DEVELOPMENT, 
ORGANIZATION, AND FUNCTIONS 

I. INTRODUCTION 

When on March 4 of the present year the President appointed 
Bernard M. Baruch chairman of the War Industries Board and 
defined his duties, he did not, as certain press reports have implied, 
create an industrial dictator. His action did clear the way for 
Mr. Baruch's assumption of the duties of a director of industrial 
war strategy, of an industrial chief of staflE — for the present posi- 
tion of the War Industries Board in the American government is 
comparable in its relation to national industrial policy to nothing so 
much as the fimctions of the general staff of the army in its jurisdic- 
tion over military strategy. After a year of war the direction of 
industrial poUcy is placed in single hands, and a central planning 
board is established for dealing not only with the problems of pro- 
duction and purchase but with the whole attitude of the government 
toward the mobilization of business resources for the prosecution 
of the war. Leadership has been focused and an administrative 
channel opened for the inauguration of a studied and inferentially 
constructive industrial poUcy. 

The great advance which this step marks is the definite fixing 
of responsibility for the administration of such a policy. It is 

545 



Digitized by 



Google 



546 JOURNAL OF POUTICAL ECONOMY 

yet somewhat early to judge whether the powers of the recon- 
structed organization will be commensurate with the responsibility. 
Although the President's letter to Mr. Baruch conferred seemingly 
far-sweeping powers, existing legislative barriers still make many 
of those powers dependent in greater or less measure on the co- 
operation and consent of the existing departments and bureaus 
of the government. Unwillingness and delay in granting such 
consents on the part of departmental agencies during the past year 
have hampered and even wrecked some of the organizations which 
the newly constituted War Industries Board has supplanted. The 
first six months of the war produced indeed a constant succession 
of experiences with the imwillingness of bureau officials to relin- 
quish in any form the responsibility and powers, especially for 
placing contracts, which were theirs by congressional enactment. 
The interdepartmental committees, munitions boards, and like 
s^endes which sought to draw together for common planning the 
scattered and apparently conflicting interests of the production 
and purchase bureaus which had to deal with industrial problems 
each encountered the same handicaps. 

Varying in the ingenuity of their structure, these co-ordinating 
boards fell alike before the fimdamental weakness that their 
conmion action and their power depended on the volimtary dele- 
gation of authority by bureaus inspired with a spirit of com- 
petition in efficiency which transcended their desire to work 
together for a common cause. This is said in no spirit of imdue 
criticism of the men who composed them. It is imdoubtedly 
too much to expect of human nature that an official charged with 
the detailed administration of a separately constituted government 
agency should be able to regard the problems of a brother-official 
as of equal urgency with his own. The British experience in the 
early days of the war with "groaning cabinets*' — planning bodies 
intended to imdertake executive action, but composed of officials 
each charged with administrative duties and thus with special 
interests — ^was not far unlike our own. An executive arbiter with 
the final voice on all decisions is alone able to prevent such bodies 
from becoming mere disorganized debating societies. 

Yet there are at least three excellent reasons for predicting more 
effective results from the War Industries Board as now constituted. 
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The first is that the President, far more definitely and emphatically 
than before, has thrown the vast prestige of his office behind the 
agency and has delegated to Mr. Baruch in no uncertain terms 
many fimctions of an extra-legal but widely extended character 
which the presidency has gradually assumed during the past 
fifteen years and especially since the beginnii^ of the war. This 
in itself is a guaranty that the influence of the War Industries 
Board will be determined by no narrow legalistic interpretation of 
its powers. 

The ^ond is that, with the exception of its fimctions in the 
determination of prices, the final decision as to the action of the 
Board is vested by the President in the chairman exclusively instead 
of as hitherto in the Board as a whole. This gives hopeful promise 
of quick and decisive action and opens the way to a courageous 
and effective assumption of leadership by the man to whom he has 
delegated the fimctions which his letter defines. While it may yet 
be too soon to reach a conclusion, the methods adopted by the new 
chairman and his choice of assistants so far show no reason for 
questioning the confidence which the President has placed in him, 
and with that whole-hearted confidence behind him, as the Ameri- 
can war government is now constituted, there seems little reason 
to doubt his ability to carry through any policy which he may 
decide to inaugurate. 

Finally, the passage by Congress of the so-called '* Overman*' 
bill, of which there now seems little doubt (this article is written 
early in May), giving the President power to redistribute the powers 
of the executive departments in any way which he may wish, will 
imdoubtedly make available to the President the power to remove 
any existing legislative obstacles to the assumption of full control 
over governmental industrial policy by the War Industries Board 
and its investment with any or all necessary prerogatives now held 
by the several existing production and contracting bureaus and 
departments. 

n. ORIGIN AND EARLY HISTORY OF WAR INDUSTRIES BOARD 

Before attempting to analyze in detail the wide scope of the 
Board's activities and its probable significance in the history of 
American participation in the war and perhaps of the period of 
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reconstruction, it will be valuable to review its origin and early 
history. As at present constituted it is only one and perhaps not 
yet the final phase of a gradual, if at times stormy, evolution in 
war organization at Washington. It is very distinctly a product 
of actual experience rather than a previously planned and more or 
less theoretical experiment based on foreign experience in centraliz- 
ing control. In many ways it aims at a more thoroughgoing cen- 
tralization of direction of production than the European systems 
which have been used as the chief basis of comparison by critics 
who have attacked the lack of cohesion in production policy at 
Washington during the past year. 

To trace the history of the War Industries Board it is neces- 
sary to go back to the beginnings of the Coimdl of National 
Defense and its Advisory Conmiission, imder whose legal authority 
the Board was first organized and of which it is still technically 
a part. The Coimdl of Natjonal Defense and Advisory Commis- 
sion, it will be recalled, were created in a section of the Army 
Appropriation Act approved August 29, 1916. The Advisory 
Commission, in the words of the act, 'was to consist of "seven 
persons, each of whom shall have special knowledge of some indus- 
try, public utility, or the development of some natural resource, 
or be otherwise specially qualified, in the opinion of the Coimdl, 
for the performance of its duties." In general, the Council was 
to study the industrial and transportation systems of the coimtry 
and make recommendations as to the methods by which they 
might best be utilized in case of some possible future war; and 
the spedal knowledge of the Advisory Commission was to be 
employed in promoting this effort. The Coimdl was authorized 
to create subordinate bodies and committees for special features 
of the work. There was in the act nothing suggesting the assump- 
tion of executive action by the Council or any of its supplementary 
bodies even in the event of a war; its whole object as stated and 
implied in the act was a peace-time survey. 

The members of the Advisory Commission were appointed in 
October of that year. Yet it was not until March 3, 1917, that 
the Coimdl was fully organized, although the Advisory Commission 
had met two or three times before that and had outlined certain 
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tentative plans for action looking toward a mobilization of indus- 
trial resources. Early in March, 19 17, however, war seemed well- 
nigh certain, and the whole Commission, all of them men of large 
interests, came to Washington prepared to buckle down to work. 
By this time any idea of carrying out the letter of the enabling 
act by conducting a long-drawn-out survey of American industry 
had gone. The time was too short. Immediate action was vital, 
and while the Conmiission was not designed as an executive body, 
the law creating it was elastic enough to permit a great deal of 
successful effort toward bringing industrial organization in touch 
with the government through the several departments represented 
in the Coimdl of National Defense. 

The Commission divided itself into seven committees, repre- 
senting respectively transportation and communication, with 
Daniel Willard as chairman; mimitions and manufacturing (includ- 
ing standardization), with Howard CoflSn as chainhan; suppUes 
(including clothing), with Julius Rosenwald as chairman; raw 
materials, minerals, and metals, with Bernard M. Baruch as chair- 
man; engineering and education, with Dr. Hollis Godfrey as chair- 
man; labor, with Samuel Gompers as chairman; and medicine 
and surgery (including general sanitation), with Dr. Franklin Martin 
as chairman. Under this arrangement the Commission consti- 
tuted itself an informal advisory industrial cabinet — ^in a sense 
the first agency in the government to devote itself to the war in- 
dustrial problem as an entity — ^with each member serving as a 
point of contact between the particular form of activity with which 
he was charged and the several government departments. The 
Commission met frequently, making numerous recommendations 
to the Coimcil as to steps which should be taken to secure the best 
results from industry to the various bureaus and departments of 
the government, particularly those of the Army and Navy, then 
engaged in a hectic turmoil of war activity. Men of experience 
in the business and professional world were called to Washington 
by the chairmen of the seven committees to give their volimtary 
assistance in supplementing the work of the . Commission, and 
even within the first month of its existence the Councirs organiza- 
tion had been of invaluable assistance in drawing together at 
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Washington various lines of industrial activity in the interest of 
the national cause. 

Yet as the war continued, increasing experience began to show 
weaknesses in the design of the Council's structure as applied to 
the new and unexpected task which confronted it. Admirably as 
it filled in many existing gaps in the peace-time structure of the 
executive departments of the government, the need gradually be- 
came apparent for more tightly constructed machinery. The situ- 
ation was in no sense the fault of the men composing the Council 
and Commission, or of the designers of the organization, who had 
made their plans before the war was imminent. The coimtry prob- 
ably does not yet realize the debt of gratitude it owes the able 
volunteers whom the Coimcil pressed into service for their versa- 
tile and energetic assumption of responsibilities of a totally unfore- 
seen and imprecedented character. 

Such failings as developed were the natural result of a coura- 
geous attempt to adopt a governmental agency designed for 
investigation and research to an executive purpose, and they 
should in no way detract from the very -real and very concrete 
achievements for which the Council and Commission have been re- 
sponsible. The statutory handicaps under which the organization 
has labored serve only to pay the greater tribute to its services. 
It is probable, indeed, that a period of experimentation and trial, 
with its inevitable proportion of partial successes and failures, was 
necessary in the early months of the war before the beginnings of 
a permanent solution could be worked out. In many other direc- 
tions besides that taken by the offshoots which crystallized in the 
War Industries Board, the Council of National Defense and the 
Advisory Commission have served as a governmental laboratory 
for the inception of new ideas and their development into valuable 
elements of the federal war organization. 

In the supply problem the bureaus and departments of the Army 
and Navy, organized on the old hard-and-fast lines established 
through generations of peace-time bureaucratic habit, naturally 
tended each to attempt to meet its own needs in its own way 
with Uttle or no concerting of effort even when several needed 
large amoimts of the same form of supplies. These purchasing 
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bureaus early began commissioning civilians to meet the great 
need for increased personnel, but this seldom affected the sys- 
tems under which they were managed. Certain of these bureaus, 
directed by capable officials, handled their own individual problems 
unusually well. The fimdamental weakness in the whole situation 
was not so much the individual incapacity displayed in a few in- 
stances by bureau officials as the lack of cohesion in the whole 
governmental system which prevented the adoption by all bu- 
reaus of a single policy toward industry. 

While powerless to correct adequately this main deficiency, 
if indeed it was dearly seen anywhere in Washington in these 
early dajrs, the Advisory Commission, acting partly imder the 
specific powers of the Coimdl and partly imder the delegated 
authority of individual cabinet members, addressed itself to bol- 
stering up certain of the more obvious breaches in the governmental 
machinery. This article need concern itself with the history of 
only two of the main conunittees of the Advisory Commission, 
those on supplies and on raw materials, as they alone have a direct 
bearing on Uie development of the War Industries Board. The 
third of the purely industrial conunittees of the Commission, that 
on munitions and standardization, had no more than a fleeting 
existence as a separate agency, as its potential fimctions were largely 
absorbed by supplementary agencies of the Coimdl, and Mr. Coffin, 
its chairman, soon gave practically his entire attention to the 
q>ecialized work of the Aircraft Production Board, of which he 
was made chairman. 

While the whole Commission continued to give joint attention 
to questions of industrial policy at its frequent meetings, the two 
committees just mentioned, those on raw materials and supplies, 
with Mr. Baruch and Mr. Rosenwald respectively as chairmen, 
soon assumed also a large place in the actual administration of the 
affairs of the contracting departments. Almost their first step 
had been to call to Washington as volimteer committee members 
men whose experience in business had qualified them for expert 
assistance to the Quartermaster and Ordnance departments of the 
Army and the corresponding bureaus of the Navy in the problems 
of outfitting the nation's forces. 
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While inevitably these civilian volunteers had to contend with 
a certain amount of professional jealousy of interference from the 
military officials in charge of the bureaus, on the whole their 
efforts were welcomed in the face of the tremendous task before 
the government, and with the use of abimdant personal tact they 
were able to contribute a great service to the national cause. 
Their greatest contribution was imdoubtedly one of method. From 
the beginning they inaugurated the plan of dealing largely direct 
with the producer through personal conferences at Washington. 
Group after group of manufacturers and producers was called to 
the capital by the committees of the Council of National Defense, 
to be told in a heart-to-heart talk of the government's great need 
for their best eflfort, and as a result informal price s^eements 
were negotiated which often bettered by several points the market 
price of the days before the war. It is impossible to say how much 
additional advance was prevented in the already fast-rising cost 
of living by the intervention of these trade agreements in place 
of the wholesale open-market bidding method traditionally pursued 
by the government bureaus. It unquestionably saved the govern- 
ment much money, but what is even more vital, it tended to reduce 
to the minimum the great price stimulation which would have 
followed throwing on an expectant short market the vast early 
demands of the government for army supplies. 

In many instances this "pegging" of prices extended all the 
way down from the finished product to the raw material. In the 
case of shoes, for example, when such bids for shoe contracts as 
were made in the old way were finally opened, the price for tanned 
leather, hides, thread, and almost every other component of the 
finished product had been arranged for in advance by the govern- 
ment at a reasonable rate, so that the shoe manufacturers could 
bid with the assurance that no speculator had the opportimity 
to corner the accessory market against them and hold them up 
for an exorbitant price. The Secretary of War early suspended 
the statute making open-market bidding necessary, and while the 
Navy adhered to the open-bidding plan, which was more workable 
in its case because of the smaller amoimts of supplies needed, the 
Navy Bureau of Supplies and Accounts was able frequently to take 
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advantage of the pegged prices on raw materials already arranged 
by the Committee on Supplies. 

While certain specific duties were delegated to the Committee 
on Supplies by the Secretary of War, a great deal of its most effec- 
tive work, as in the case of other agencies of the Coimdl, was extra- 
legal in character — ^agreements negotiated or steps taken which 
might not in the last analysis have been binding in law, not because 
they violated the law, but because they were not covered by any 
existing legislation. They were simply bom of the emergency and 
followed because good foresight and the national interest dictated 
the course. Some of these activities have since been severely 
criticized in Congress, and while mistakes were undoubtedly made, 
they were due rather to inadequate organization and divided 
responsibility than to bad judgment. It is difficult to believe that 
the historian's perspective will not in general approve the work of 
the Council organization in these early days. 

Perhaps even more striking than the illustrations already given 
was Mr. Baruch's arrangement with the copper producers by which 
the government secured 45,000,000 pounds of the metal at less than 
one-half the current market price. Such negotiations as these, aside 
from their intrinsic value, were of service in two ways: first, they 
emphasized to the administration the superior effectiveness in 
bargaining of an agency representing the whole government 
empowered to act for all the bureaus, and dealing with industry 
as a whole; and secondly, they brought home to the representa- 
tives of business somewhat more clearly a real insight into their 
opportunity for service in the war. One of the most significant 
elements in the whole situation in the very earliest days of the 
Council is the way in which the spirit of the Sherman Law was 
shattered time after time in the interest of efficiency. Almost 
the first request made of each group of industrial representatives 
who came to Washington was that they organize a trade commit- 
tee, representative as far as possible of the whole industry, to act 
as its spokesman with the government. In some instances the 
existence of these controlling committees has led to charges of 
favoritism to some large corporation or group of firms, but it is 
difficult to see how else any sort of system could have been 
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introduced into the general mobilization of industry gradually 
taking place. 

All through this early period it will be seen that the essential 
features of the contribution of the Council*^ organization to the 
government service were initiative, foresight, and collective plan- 
ning — qualities in which the overburdened bureaus were imdoubt- 
edly often sadly lacking. It was these qualities, brought into play 
through the able men in the extensive committee sjrstem which had 
grown up, which formed the chief inheritance from the old com- 
mittee system of the Coimdl to the existing organization of the 
War Industries Board. Without the foresight of the Committee 
on Raw Materials in determining long in advance the probable needs 
of the Ordnance Department for certain rare chemicals used in 
high explosives, in which a shortage existed, and the Committee's 
energetic action through various expedients in making supplies 
of them available long before they were actually needed, it is 
impossible to tell what might have become of the government's 
program for high explosives. It is the same quality of planning, on 
a wider scale, that the present War Industries Board is expected 
to provide. 

Notwithstanding the service which these committees were thus 
able to render, centralized as it was through the director, the execu- 
tive officer of the Coimdl, they could touch the problem only at 
scattered points. With their indefinite and technically almost 
non-existent powers they could act virtually only where they 
were asked to do so by the department officials. Through sufficient 
urging they could exert some influence on prices and on policy 
generally, but only in specific instances, and in any given instance 
the final decision rested with the official constituted for the task 
by statutory authority. The Coimdl committees' functions from 
beginning to end were purely supplementary, and while the per- 
sonality of the members make "advisory" a misleading word, the 
disadvantages of divided power and somewhat more divided 
responsibility showed themselves immediately. 

in. THE GENERAL MUNITIONS BOAIO) 

The earliest manifestation of weakness in the iron-dad separa- 
tion of bureaucratic functions displayed itself through a general 
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tendency on the part of the purchasing bureaus to bid against each 
other for all kinds of supplies and materials, with the result that 
those which had the most forceful personnel got the most effective 
results without regard to the relative importance of the work each 
had in hand. It was probably this tendency as well as the need 
for planning for the production of many forms of mxmitions entirely 
new to the War Department that inspired the creation of 
the General Mxmitions Board, the first of the attempts at a co- 
ordinating agency to draw the various departments and bureaus 
together for common planning. The somewhat earlier Mimitions 
Standards Board, constituted for the purpose of standardizing 
specifications and tools for mimition manufacturing, was soon 
absorbed by the larger body. 

The General Mxmitions Board was composed of seven repre- 
sentatives of the Army, nine of the Navy, the chairmen of the 
Advisory Conmiission Committees on Supplies, on Raw Materials, 
on Manufacture, and on Medicine, and the chairman of the National 
Research Coimdl, with Frank A. Scott, a Cleveland manufacturer, 
as chairman. In the words of the annual report of the Council 
of National Defense, '*The efforts of the General Mimitions Board 
were directed toward co-ordinating the making of purchases by 
the Army and Navy, and assisting in the acquisition of raw 
materials, and establishing precedence of orders between the 
Departments of War and the Navy, and between the military and 
industrial needs of the coimtry." Its activities included develop- 
ing sources of supply for almost every form of mimition from rifles, 
ordnance, and shells to optical glass and gauges. It set up sub- 
committees which contributed invaluable aid to the construction 
of cantonments and the provision of storage facilities. It gave 
particular attention to collective consideration of price questions. 

Yet inevitably from its size, its indefinite powers, and its loose 
organization its functions were more judicial than executive. The 
power of decision rested in the whole board rather than in the chair- 
man, which necessarily detracted from the driving force of the 
organization. As in the case of the Committees on Supplies and 
on Raw Materials, with which it "co-operated," it had to deal 
chiefly with matters referred to it by the departments. The 
initiative as well as the final decision still rested with them. Under 
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an order of the Secretary of War, dated April 12 (the same as that 
in which the requirement for the public letting of bids was 
suspended), War Department Bureaus were told to consult the 
Munitions Board "where time permitted," in order that their 
orders might be " co-ordinated " with those of the Navy, but bureau 
heads were reminded in the next paragraph that their responsi- 
bility was in no way detracted from by this requirement. Under 
this arrangement a bureau head was at all times perfectly free to 
disregard at will any decision of the Board. The Committees on 
Supplies and on Raw Materials, to which the Munitions Board 
frequently referred special problems, remained virtually inde- 
pendent and co-ordinate agencies in the Coimdl, some of their 
special subconunittees acting in a similar advisory capacity to the 
Board. 

In practice this scheme proved imwieldy, slow, and inadequate 
despite the energetic eflforts of the chairman of the Board, whose 
infinite tact and diplomacy brought about far better team work 
among the bureaus than might have been expected from most 
men in similar drcmnstances. The General Mimitions Board began 
work on April 9. It lasted until July 28, when it was superseded 
by the War Industries Board, Mr. Scott remaining as chairman. 

Despite its manifest weaknesses it had marked a distinct 
advance over a system with no connecting body at all. It served 
in a limited measure as a clearing house for orders, preveiiting the 
more flagrant cases of competition between departments and setting 
up the rudiments of a scheme of priority in orders. It gave an 
opportimity for common coimsel on immediate questions of price. 
Finally, and perhaps most important, it helped to bring about a 
much-needed revision of specifications for many forms of muni- 
tions to permit quantity production in cases where the bureau 
requirements had aimed at so high a standard of perfection as to 
be beyond all reach of immediate commercial production. Yet 
inevitably because of its size and its constitution it was a negative 
rather than a positive agency. Its only power to enforce decisions 
lay in the personal force of its membership and the moral support 
of the Council of National Defense. It could prevent some 
mistakes, but it could hardly initiate policies. 
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IV. THE WAR INDUSTRIES BOARD! FIRST PERIOD 

The War Industries Board which succeeded the General 
Munitions Board avoided some of the more obvious weaknesses 
in the old organization. It was made up of seven instead of twenty- 
odd members, all civilians with the exception of one representative 
each of the Army and Navy. The Committees on Supplies and on 
Raw Materials, with their numerous subcommittees of business 
men, were transferred from their position as independent com- 
mittees of the Coimdl and made "sections" of the new Board. 
Mr. Baruch ^as made a member of the Board, while Mr. Robert S. 
Brookings was appointed member of the Board in charge of finished 
products, Mr. Rosenwald remaining head of the section on supplies. 
Judge R. S. Lovett became a member of the Board in charge of 
priorities, while Mr. Hugh Frayne came in as a representative of 
labor. The Army and Navy representatives were Admiral F. F. 
Fletcher and Colonel (later Brigadier-General) Palmer E. Pierce. 
Messrs. Baruch, Brookings, and Lovett formed a committee for 
handling the purchases of the Allies, thus tending to avoid conflict 
in interest between them and the United States. 

Many loose ends were thus drawn together, and the new Board 
was much more nearly an active planning board for industry than 
anything which had preceded it. Yet regarded as an industrial 
cabinet it still occupied a very anomalous position. Its hazy 
authority could be checked in many directions. As a subordinate 
body of the Council of National Defense it very definitely lacked 
power to take the initiative in industrial policy. It was still a 
clearing house rather than a directorate. Again, looked at from 
the ix)int of view of eflfective administration, such authority as it 
possessed, whether delegated by members of the cabinet or assiuned 
through the prestige of its position, was vested in the Board as a 
whole rather than the chairman, just as in the case of the General 
Mimitions Board, with a resultant loss in driving force. Finally, 
as in the case of the latter Board, its decisions could be nullified, 
not only by the heads of the executive departments of the govern- 
ment, but also by chiefs and even subordinate officials of the pur- 
chasing bureaus, in whom statutory responsibility and power over 
contracts still rested. The bureau chiefs were subject constantly 
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to a dual responsibility — their legal responsibility to the heads of 
their departments, and at the same time their hazy dependence for 
guidance on the War Industries Board. 

The board was still a "co-ordinating" body which depended 
for its effectiveness on the co-operation and consent of individual 
bureaus, and their imwillingness in many instances to accept its 
leadership was frequently a source of embarrassment both to the 
government and to industry. Aside from questions of policy the 
Board's lack of a definite status frequently produced xumecessary 
confusion in the mechanics of the dealings between manufacturers 
and the government. In a sense charged with supervision over 
production, the Board often foimd itself compelled to refer pro- 
ducers to individual bureau heads for information and direction 
even in questions involving several of them alike. While many of 
the threads of industrial activity converged in the Board, others 
remained imfocused. It is a distinct tribute to the quality of the 
men engaged in the Board's work that so much was accomplished 
toward bringing order out of chaos and developing the vestiges 
of a centralized policy through informal conferences between the 
Board and representatives of the bureaus, and between these two 
interests and the leaders of industrial enterprises. 

Through the period from the creation of the War Industries 
Board to the date of the President's letter to Mr. Baruch in March 
probably no two problems better demonstrated the need for a more 
authoritative deciding voice than those of price and priority. 
Under the existing governmental system, short of the President, 
there was no one whose word was final on either question, and a 
certain amoimt of responsibility for both was distributed in an 
indefinite way among the individual heads of departments, their 
bureau chiefs, the War Industries Board, and its sections. The 
War Industries Board early set up an organization imder Judge 
Lovett to decide questions of priority in production among the 
purchasing departments, and the Priorities Division of the Board 
was able to do much effective work toward eliminating conflict 
in war orders between the several departments and the Allies. 
This division grew in usefulness imder Judge Lovett and still 
further increased its effectiveness imder his successor, Judge 
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Edwin B. Parker, when Judge Lovett resigned to join the new 
Raikoad Administration. Yet, especially in the earlier months 
of its existence, it was much hampered by special priority orders 
issued by individual production departments, particularly the 
Quartermaster Department, which in its eagerness to expedite 
shipment inaugurated its own special system and caused a great 
deal of confusion before the plan was finally abolished. 

Yet the difficulties of establishing an effective sjrstem for 
administering priorities in production were largely of a mechanical 
natiu-e. The much larger problem of determining priority in 
delivery as between military and non-military needs, between food 
and fuel and guns, between steel for merchant ships and steel for 
destroyers, and between guns for the Navy and guns for the 
Army, involving the whole question of large war strategy, was 
not vested in the Board, nor indeed vested anywhere definitely 
short of the President, and while Judge Lovett during his tenure 
of office with the Board was charged by the President with ad- 
ministering priority in transportation, the lack of an informed 
agency with comprehensive control over the whole problem was 
frequently apparent. 

In the words of the statement issued by the Coimdl of National 
Defense creating the War Industries Board, the Board was to 
"consider price factors." The actual form which its "considera- 
tion" took through the period from July 30 to March 4 was a 
series of agreements with the national representatives of various 
branches of industry on the price to be paid for their products. 
The price was to be charged alike to the American government, 
the public, and the Allies. While negotiated through collective 
bargaining, naturally these agreements had all the force of a 
price-fixing law, and they illustrate perhaps better than any other 
of the activities of the Board its tendency to become a central, 
executive, industrial planning board. It should be noted as further 
illustrating its trend that in each case the President's definite 
approval was secured before the price was adopted, making the 
Board here the direct agent of the President rather than of the 
Council, securing in this way the agreement of the several pur- 
chasing departments to the price determined upon, and giving the 
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V. THE WAR INDUSTRIES BOARD: REORGANIZED 

It was such considerations as the foregoing which led the 
President on March 4 to make the War Industries Board into an 
agency of this character, with the power of decision resting defi- 
nitely in the hands of the chairman on all questions except that of 
price. In the words of the President's letter, the functions of the 
board are: 

1. The creation of new facilities and the disclosing, if necessary the open- 
ing up, of new or additional sources of supply. 

2. The conversion of existing facilities, where necessary, to new uses. 

3. The studious conservation of resources and fadlities by scientific com- 
mercial and industrial economies. 

4. Advice to the several purchasing agencies of the government with regard 
to the prices to be paid. 

5. The determination, wherever necessary, of priorities of production 
and of delivery and of the proportions of any given article to be made imme- 
diately accessible to the several purchasing agencies when the supply of that 
article is insufficient, either temporarily or permanently. 

6. The making of purchases for the Allies. 

The duties of the chairman are: 

1. To act for the joint and several benefit of all the supply departments 
of the government. 

2. To let alone what is being successfully done and interfere as little as 
possible with the present normal processes of purchase and delivery in the 
several departments. 

3. To guide and assist wherever the need for guidance or assistance may 
be revealed: for example, in the allocation of contracts, in obtaining access 
to materials in any way pre-empted, or in the disclosure of sources of supply. 

4. To determine what is to be done when there is any competitive or other 
conflict of interest between departments in the matter of supplies: for example, 
when there is not a siiffident immediate supply for all and there must be a 
decision as to priority of need or delivery, or when there is competition for the 
same source of manufacture or supply, or when contracts have not been placed 
in such a way as to get advantage of the full productive capacity of the country. 

5. To see that contracts and deliveries are followed up where such assist- 
ance as is indicated under 3 and 4 above has proved to be necessary. 

6. To anticipate the prospective needs of the several supply departments 
of the government and their feasible adjustment to the industry of the coimtry 
as far in advance as possible, in order that as definite an outlook and oppor- 
tunity for planning as possible may be afforded the business men of the country. 
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In brief, he should act as the general eye of all supply depart- 
ments in the field of industry. 

In this letter the President practically delegates to the chairman 
of the War Industries Board his own authority so far as it extends 
to the supervision of the industrial needs of the departments and 
places him definitely at the head of them as a planning leader. 
For all practical purposes it removes the Board from the super- 
vision of the Council of National Defense and makes it an agency 
responsible directly to the President, more or less co-ordinate in 
authority with the executive departments. Until the passage of the 
Overman bill, which will probably have occurred by the time this 
article appears in print, it will be impossible to give the chairman 
of the Board more legal authority over the production bureaus. 
Their responsibility will technically still be entirely to the executive 
heads of their departments. Yet even when the bill becomes law 
it is doubtful if the President will consider it wise or expedient 
to transfer more than a part of the legal responsibility of the bureaus 
to the War Industries Board. A large disruption of the existing 
machinery, built up on hard experience, should be wholly xumeces- 
sary. So long as the general directing control and the determina- 
tion of industrial policy are centralized, detailed administration 
may well be left decentralized, especially with such vast machinery 
as has grown up in Washington. 

In the actual machinery of the War Industries Board itself 
there have been and probably will have to be few changes. The 
Board as it now exists has xmder it special divisions and sections for 
handling particular supply problems, each in charge of experts. 
The Raw Materials Division has specialists for such materials 
as steel and its products, non-ferrous metals, chemicals and 
explosives, lumber, building materials, and the like, each with 
its complement of by-products. The Division on Finished Prod- 
ucts and the Conversion of Industry includes such materials 
as cotton duck, machine tools, electrical equipment, optical 
glass, and a host of other things. Frequently of course the 
Board relies on the technical staff of one of the regular 
supply departments of the government for handling particular 
commodities. 
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Acting as the directing agency in the mechanism of the Board's 
organization is a "Requirements Division" composed of the heads 
of various sections of the War Industries Board, including the 
Priorities Division, and representatives of the Army, the Navy, 
the Emergency Fleet Corporation, the Food Administration, the 
Red Cross, the Railroad Administration, the Fuel Administration, 
and the Allied Purchasing Commission — practically all the govern- 
ment agencies which come in touch with the industrial field. To 
this agency the supply departments of the government furnish 
continually estimates of their future needs, keeping the division 
constantly in touch with the progress of their business, so that their 
requirements can be planned for far ahead. In turn the Require- 
ments Division delegates to the proper division of the Board or to 
one of the supply departments itself, as the case may be, the task 
of meeting the need. Of this division the chairman of the War 
Industries Board is an ex officio member and is thus constantly 
in touch with the daily progress of business, although not compelled 
to devote himself to the detailed administration of it. 

Priority of production is administered as before by the Priorities 
Division, of which Judge Parker is chairman, but a new agency 
has been set up by the Board for the administration of priority 
of deKvery, of which Mr. Baruch is again an ex officio member, and 
which includes representatives of all the executive departments and 
special administrations, such as food and fuel, which touch indus- 
trial questions, joined together for common planning. It will be 
noticed that this agency hardly yet meets the requirements for a 
general war priority board to determine the largest questions of 
national strategy and to join miUtary with industrial strategy. 
These decisions apparently rest now chiefly with the CJeneral Staff 
of the Army if not directly with the President himself. Yet the 
new Priorities Board in the War Industries organization is a long 
step in the right direction. 

Finally the determination of price is now vested in a special 
committee, of which Mr. Robert S. Brookings, of the War Industries 
Board, is chairman, and of which Mr. Baruch is again an ex officio 
member. It includes General Palmer E. Pierce, member of the 
War Industries Board and Surveyor-General of SuppUes for the 
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War Department; Paymaster Hancock, of the Bureau of Supplies 
and Accounts of the Navy Department; Dr. H. A. Garfield, Fuel 
Administrator; F. W. Taussig, chairman of the Tariflf Commission; 
W. J. Harris, chairman of the Federal Trade Commission; and 
Hugh Frayne, the labor member of the War Industries Board. 
The Price Committee thus includes not only oflScials having to do 
with the conmiodities particularly to be considered, but also the 
basic factors entering into a just price determination. This again 
is a decided step in advance toward fundamental planning. 

VI. FURTHER CO-ORDINATION REQUIRED 

From the present trend of events the War Industries Board 
promises to become the sole directing agency between the govern- 
ment and industry. Backed by the power of the President to 
commandeer, to withhold fuel, and in other ways to force the halting 
into line, it can mold the coimtry's industrial system almost as it 
will — ^whether in organizing the nation for war or in directing the 
lines along which it shall return to normal conditions when peace 
comes. In a system of government such as ours, where the 
responsibility for directing the war rests almost exclusively in 
the hands of the President, and where his power ultimately becomes 
almost absolute, the Board has been shaped into a very potent 
instrument. 

Yet powerful as it may become, subject only to the jurisdiction 
of the President, it is well to remember that in a comprehensive 
national war plan it cannot stand alone. Its policies must be 
subject to the administration's general, strategy in the war — for 
instance, to the amount of munitions in comparison with the 
nimaber of men, or the amount of food that it wishes to send 
abroad at any given time. The munitions program and the con- 
version of industry to war purposes must be governed by the 
ultimate end in view. In addition, one of the great factors in pro- 
duction — the labor factor — ^is being administered by another gov- 
ernment agency, and it is obvious that priority in the labor supply 
must go hand in hand with priority in materials. 

Finally the War Industries Board is now virtually directing 
the government's price policy. Necessarily statesmanship demands 
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the most carefully studied relationship between prices and war 
finance. Great Britain, with her flexible parliamentary system, 
found her peace-time budget system easily adaptable to war and 
has been able to correlate her war taxation and her policy toward 
war profits. In the United States the responsibility for regulating 
prices — ^a "voluntary'' but none the less effective system of regula- 
tion — ^has been assimaed by the President, acting through the War 
Industries Board, while the ultimate responsibility for taxation 
rests exclusively with Congress, a constitutionally co-ordinate 
branch of the government. 

The War Industries Board itself is a notable demonstration of 
the power of war to force concert of effort and collective planning, 
with centralized responsibility. As yet the President himself is 
the single determining force in the larger questions of broad war 
strategy, involving military and civilian problems alike, despite 
frequent conferences among oflScials dealing with interrelating 
problems, and between those officials and the President. Will 
the President's colossal task permit him to carry the war on his 
shoulders through another year without a further development of 
the small planning-board idea to assist him in the formulation 
of policy somewhat along the lines of the responsible ministries of 
Europe? Further, notwithstanding the apparent handicaps of 
constitutional barriers and political traditions, can the government 
carry through a long war without bringing together into a better 
working relationship those agencies which levy the funds and 
those which have the responsibility for their expenditure? It is 
through such advances in administrative methods, opening the way 
for constructive planning, that a national emergency such as the 
present can in some small degree help pay for itself. 

Curtice N. Hitchcock 
Washington, D.C. 
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I. GENERAL SURVEY OF THE PROBLEM 

The coal industry is the one basic industry most closely con- 
nected with the present war. To both the Allies and the Central 
Powers their respective available coal resources constitute a 
sine qua non for carrying on the war, while in the period of recon- 
struction after the war coal will unquestionably become one of the 
most vital factors in determining industrial expansion and the 
growth of international trade. 

Possibly no other single important industry has been affected 
so vitally in all its different stages by the war as the coal industry. 
It reflects in a plastic manner some of the most fimdamental 
economic changes to which the war has given birth. ' The fact 
that in all the leading coxmtries of the world more or less similar 
problems have developed during the past three and one-half years 
of the presentworld-war attaches an added interest to a comparative 
survey of the international coal situation at the present time. 

Stimulation of coal production has been the factor of prime 
importance in the world's coal situation ever since the present great 
conflict of nations began. Everything else — ^prices, wages, trans- 
portation, legislation, etc. — has become primarily a means toward 
the all-important end of producing as much coal as possible. 
While complete production figures are not available for all coal- 
producing coimtries. Table I shows the production of coal in the 
leading coal-produdng coimtries of the world during the five years 
from 1913 to 1917. 

From the following table it will be seen that the coal production 
of most of the large coal-produdng coimtries has decreased con- 
siderably since 1913. Great Britain, Germany, France, Russia, 
Austria, and Belgium show greatly reduced annual outputs. In 
the United States, Japan, China, Spain, and Holland the pre-war 
level was either maintained or increased. Canada shows a slight 
decrease. As will be explained more in detail later on, under each 
country separately, the main causes for the decline in coal produc- 
tion were lack of labor and inability to move coal from the mines 
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owing to car shortage. Strikes, ineflBicient labor, scarcity of ma- 
chinery and pit timber were other contributing causes. The de- 
crease in French, Belgian, and Russian coal production was caused 
by the German military invasion of large parts of the coal fields in 

those coimtries. 

TABLE I 

Coal Production in the Leading Coal-producing Countries op the World 





19x3 


X914 


191S 


19x6 


19x7 


United States 

Great Britain 

Germany , 


570,048,125 
287,698,617 
278,627,497 

59,647,957 
40,843,618 

35»500,674 
22,847,000 
21,315,962 
18,163,856 
15,432,200 
15,012,178 

4,731,647 
2,064,608 


513,525,477 
265,664,393 
245,482,135 


531,619,487 
253,206,081 
235,082,000 


585,372,568 
256,348,351 


621,409,629 
248,473,119 


Austria-Hungary. . . 
France 


30,896,388 
21,477,000 
13,622,400 


28,558,719 
28,960,000 
13,266,760 


29,786,505 


19,908,000 
27,820,632 
15,930,000 

20,490,747 
17,103,932 
18,000,000 
13,267,023 

4,686,753 
2,333,000 


Russia 


Belgium 




Japan 


21,293,419 


22,901,580 
17,254,309 




India 




China 


13,637,529 
4,424,439 




r^nftda 


14,483,395 
5,588,594 
2,656,000 


14,015,588 


Spain 


Holland 











In 1913 the total world-production of coal amounted to approxi- 
mately 1,478,000,000 short tons.^ Of this the United States, the 
largest coal-produdng coimtry of the world, alone produced about 
38 per cent, Great Britain 22 per cent, and Germany 20 per cent. 
The fact that during the present war the production of coal in the 
United States has increased, while Great Britain's and Germany's 
production decreased, indicates that from 1914 to 1917 the lead 
of the United States as the greatest coal-produdng country of the 
world has greatly increased. 

TRANSPORTATION 

Transportation has become, next to production, the most impor- 
tant problem in connection with the international coal situation. 
In fact difficulties of rail and water transportation have multiplied 
so rapidly during the course of the war that the whole question of 
suppljdng the world's needs of coal at present depends largely upon 
adequate shipping facilities. 

The paramoimt importance of this phase of the transportation 
problem has been officially recognized in several special govern- 

» "The Production of Coal in 1914," U.S, GeoL Survey , 1915, p. 63. 
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ment reports on this subject here and abroad. The Federal Trade 
Commission reported to Congress "that the coal industry is paralyz- 
ing the industries of the country, and that the coal industry itself 
is paralyzed by the failure of transportation."' The coal situation 
in Canada was described in a report submitted to the Minister of 
Labour* as follows: ** Transportation had most to do with the con- 
ditions in so far as Quebec and Ontario were concerned. The par- 
tial failure of the railroads to meet the situation was probably the 
main cause of the [coal] shortage, as with transportation available 
coal could have been had." In Great Britain the first difficulty 
which arose in connection with the coal situation after the out- 
break of war was one of distribution, due to the congestion of 
railways.^ An official communication recently issued by the Ger- 
man government states that the inability to meet the demand for 
coal is solely due to lack of transportation facilities. Limitation of 
passenger traffic is suggested as a means of meeting the difficulty. 
Enormous stocks of coal at the mines, it is clailned, cannot be 
moved due to rolling stock shortage.* In the Scandinavian coim- 
tries, France, Italy, and South America, all of which depend at 
present for a large part of their coal supply on oversea shipments, 
the scarcity of coal-carrying vessels and exorbitant freight rates 
have become a matter of grave concern. 

As one means of relieving railroad traffic congestion zoning 
schemes have been put in operation in Great Britain, the United 
States, and France. These coimtries were divided into areas 
or zones, the interchange of coal between producing areas was 
restricted, and consuming districts were allotted specific sources 
of supply. As a further means for economizing railway transport, 
inland canals have been utilized for coal shipments in this coimtry 
and in Europe to a greater extent than ever before. For many 
years practical coal men have advocated the buying and storing of 
coal by household consumers during the summer months so as to 
avoid coal traffic congestion occasioned by rush orders during the 

' Report of the Federal Trade Commission on Anthracite and Bituminous Coal, 
1917, p. 16. 

» The Labour Gazette, June, 191 7, p. 481. 

' The Board of Trade Journal, January 24, 1918, p. 92. 

^ The Iron and Coal Trades Review, February 8, 1918, p. 145. 
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fall and winter months. Special inducements in the form of sum- 
mer dlscoimts were given with this end in view. Nation-wide 
educational campaigns to bring about greater co-operation of the 
public in this matter have been organized in several coimtries, and 
prospects are that the results attained will have a permanent 
beneficial effect not only on coal transportation but also on the 
financial side of the coal trade in the future. 

THE LABOR SITUATION 

The labor situation in so far as it aflFects the world's coal situa- 
tion oflFers several distinct features. Throughout the world a 
shortage of labor has developed in the coal fields. It has been a 
matter of vital importance to the governments of all the coal- 
produdng coimtries to provide for an adequate, steady, and efficient 
labor supply as a means of keeping the production of coal at the 
maximum. At the beginning of the war the mistake was made in 
Great Britain, Germany, and Canada of drawing heavily upon the 
coal miners for service in the army. This mistake reflected itself 
almost inmiediately in a decided falling off in the coal production, 
and made it necessary to send thousands of the enlisted coal miners 
back to the coal fields. In the United States thousands of men in 
1915 and 1916 left the coal fields for more lucrative employment in 
munition factories, etc., where the scale of wages ranged on an 
average about 20 per cent higher than wages in the coal fields. 

To keep miners from seeking other employment and to remove 
labor unrest due to wage troubles, liberal allowances for wage 
increase were made in the r^ulations governing maximum coal 
prices. The French law' of April 23, 1916, provides that the 
average wages in mines shall not be in any case below those in 
effect in 19 14 and 1915, and that all payment in kind to the miners 
or their families, affirmed by local custom, shall be observed. In 
England the so-called **war wage" containing liberal provisions was 
established on September 17, 1917. In the United States a special 
wage-increase allowance of 45 cents per ton was provided for by an 
order of the United States Fuel Administration of October 27, 1917, 
this being the second wage increase for coal miners in that year. 

' Journal officid, April 23, 1916, pp. 3443 flf. 
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Never before in the history of coal-mining have wages in the coal 
fields of the world been as high as they are at the present time. 

Nevertheless there has been much unrest and numerous strikes 
have occurred among the coal miners of Great Britain, the United 
States, and Germany. The main causes for these labor troubles 
have been shutdowns at the mines on account of shortage of cars, 
thus decreasing the number of work days, and a heavy increase in 
mine fatalities, due partly to inexperienced labor and partly to 
less rigid enforcement of mine safety regulations in order to speed 
production. 

COAL PRICES 

The question of wartime coal prices oflFers many angles of inter- 
est.. Everywhere prices have increased far above pre-war levels. 
Volimtary agreements on the part of producers and dealers to 
limit prices and profits have failed without exception. In all the 
leading coal-consuming coimtries of the world maximum prices 
had to be fixed sooner or later by government action. In every 
case the maxinmm mine prices are considerably above the average 
scale of prices obtaining in the years immediately prior to the war. 
In every country where maximum sales prices at the mines were 
fixed liberal allowances were made for wage increases to mine- 
workers. In Great Britain present maximiun mine prices approxi- 
mate 65. 6d, above the average mine price which obtained during 
the year ending Jime 30, 1914. In the United States special mine 
prices have been fixed for each state, and in many cases also for 
certain coal fields within a state. Taking the prices for bitmninous 
and anthracite coal in Pennsylvania as typical, the difference be- 
tween the average f.o.b. mine price for that state in 1913 and the 
most recent maximiun f.o.b. mine prices is as follows: 

Average mine price in 1913 per ton:* 

Bituminous $1.11 

Anthracite 2.13 

Maximum price f.o.b. mines eflfective February 16, 1918, 
and March 23, 1918, for run-of-mine per ton: 

^.^ . /Central Pennsylvania 2 . 60 

Bitummous ^Southwest Pennsylvania 2.00 

Maximum price f.o.b. mines effective August 23, 1917: 

A *u •* /White ash broken 4-55 

Anthraate |p^ ^ ^ 

" The Coal Trade, 1917, p. 158. 
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In Germany the total increase in mine prices of the Rhenish- 
Westphalian Coal Syndicate from the beginning of the war to 
January, 1917, approximated $1.25 per ton/ 

It should be noted that the universal advances in mine prices 
of coal imder the price-fixing laws of the various countries are due 
largely to wage increases, although the increased profits allowed the 
operators have also been liberal. It has been pointed out here and 
abroad that the increase in the labor item will tend to keep coal 
prices up after the war." Labor leaders have repeatedly asserted 
that after the war the unions would under no circumstances counte- 
nance a return to pre-war wage scales. 

While a certain degree of imif ormity is noticeable in the rise in 
price levels for coal at the mines in the countries where maximum 
prices have been fixed, an entirely different picture presents itself 
if we compare the maximum retail coal prices obtaining under 
government regulations in different sections of the same country. 
In most countries the national coal controller has established a 
imiform maximum margin of profit for all retail coal dealers, while 
local authorities have fixed maximum retail coal prices for their 
coromunities. By reason of the fact that in establishing maximiun 
retail consumers' prices allowances had to be made for increased 
handling expenses, freight rates, middlemen's profits, war taxes, 
etc., retail coal prices at the present time imiversally show a very 
heavy increase over pre-war prices. 

In Great Britain the maximum net margin allowed retailers is 
I shilling per ton, in Canada 50 cents per ton, while in the United 
States an order of the United States Fuel Administrator, dated 
October i, 1917, allows an increase of 30 per cent over the average 
gross margin of 1915. 

In past years the bulk of the coal sold at the mines has been 
sold imder contracts running for a year or more, and consequently 
contract prices have formed an important element in the coal- 
price situation during the present war. When the zoning scheme 
was established in Great Britain all coal contracts were terminated. 

* The Iron and Coal Trade Review^ January 5, 191 7, p. 7. 

* Report to the American Manufacturers^ Export Association by the American 
Industrial Commission to France^ pp. 149 ff. 
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An order of the United States Fuel Administrator of December 24, 
191 7, provides that no contract shall be made for a period longer 
than one year, that contract prices in the future shall not exceed 
the maximum prices in effect at the date of shipment of contract 
coal from the mine, and that all contracts shall be subject to can- 
cellation upon order from the United States Fuel Administrator. 

UNIFORM COST ACCOUNTING 

While many of the recent economic changes affecting the coal 
industry are the result of temporary war conditions which will in 
due time give way to the normal conditions which prevailed prior 
to the war, some of them imquestionably have brought about 
permanent changes which will have to be reckoned with in the 
future. One of these, meriting special attention, is the effect of 
imiform cost-accounting regulations which have been established 
here and aboad xmder government control. In Great Britain, in 
Canada, and in the United States many thousands of operators, 
jobbers, and retailers are compiling at regular intervals cost reports 
on .their business along uniform lines prescribed by their respective 
government authorities. The development of adequate cost sys- 
tems has for some time been pointed out as a crying need for Amer- 
ican business men.' According to a recent compilation,* 4,620, or 
35 per cent, of all the business failures in 19 17 in the United States 
were due to incompetence resulting from not knowing one^s business 
thoroughly. This is largely a matter of inadequate cost accounting. 

In order to procure sufficient data as a basis for fixing maximimi 
prices and margins, the various governments mentioned above 
require standardized cost reports to be filed by coal producers and 
dealers, and this practically amoimts to a systematic correspond- 
ence course in cost accounting covering the entire coal industry 
and trade. The full benefits of this training in business efficiency 
will be realized in the future and promises to be of incalculable 
value in the post-war period of readjustment, when domestic and 
foreign competition will be felt more keenly than at present. 

* E. N. Hurley, Awakening of Business ^ 191 6, p. 15. 

• Bradstreet*s Journal, February 2, 191 8. 
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TENDENCY TOWARD COMBINATIONS AND STATE REGULATION 

There has been considerable speculation as to whether the 
numerous governmental war measures of regulation and control 
of the coal industry would lead to nationalization of this industry 
in the near future. The exigencies of war conditions have brought 
into prominence as never before the vital importance of conserva- 
tion of this natural resource. The waste and lack of efficiency in 
production and distribution under private ownership and imder 
conditions of unrestrained competition were disclosed to the public 
eye when the old trade machinery broke down under the stress of a 
sudden dislocation, occasioned by the war, of the customary indus- 
trial and commercial organizations. And finally consumers have 
gradually realized that their interests, as well as those of the state, 
were not sufficiently safeguarded against the selfish aspirations of 
powerful and organized trade interests. 

. As far as public sentiment can be gauged by the press, by parlia- 
mentary debates, and by reports of special commissions which have 
investigated the problems involved, it is a noteworthy fact that 
the view is apparently rapidly gaining ground the world over that, 
if not complete nationalization, at least a much greater degree of 
state regulation of the coal industry and trade than existed before 
the war is desirable and in the public interest. 

A tendency in this direction is already noticeable in legislation 
recently enacted or planned here and abroad. The French govern- 
ment is backing a bill limiting coal-mining concessions and provid- 
ing for a participation of the state in the profits of the coal operators. 
The Austrian government recently introduced a bill for the na- 
tionalization of coal mines in that country. It is proposed to 
limit the period of grace for privately owned concessions to eight 
years for concessions notified before January 20, 1919, and to two 
years for those notified later. The scheme of a compulsory coal 
syndicate put forth by the German Federal Council in 1915 pro- 
vided for government participation in the proposed coal syndicate. 
The Spanish law of July 12, 1917, creating a Coal Mining Coimdl, 
is based on a similar policy. A law recently passed by the Con- 
gress of Bolivia provides for the conservation of that coimtry's 
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coal resources.* The Swiss government has taken active measures 
to exploit coal deposits, a co-operative coal-mining society, with 
the government as member, having been formed in that coimtry.* 

Already several states own and operate coal mines, viz., Prussia, 
the Government of Victoria in Australia, and Bulgaria. The 
chief objections urged everywhere against nationalization of the 
coal-mining industry are the great extensiveness of the coal fields, 
which would make centralized control difficult, and the inmiense 
finandal problems involved in taking over the coal mines. How- 
ever the plan of compulsory syndication of the coal industry with 
government participation and under government control is being 
advocated in several countries and apparently is gaining ground as 
a compromise solution between wartime state control and pre-war 
private ownership. 

In thb connection mention should be made of the tendency 
among operators, jobbers, and wholesale and retail dealers every- 
where to form volimtary trade associations and combines. In 
England such a movement on a large scale was initiated by Lord 
Rhondda just prior to the war, including not only the colliery 
owners but also the world-wide coal export trade of Great Britain. 
In Germany and France coal syndicates and cartels have existed 
for many years; in fact in the former country a strong effort was 
made in 1915 to disrupt the leading coal syndicate, which was 
averted, however, by government intervention. The combination 
movement has made itself felt most strongly during the war in the 
United States. In 1917 the National Coal Operators' Association, 
the National Jobbers' Association, and the National Retail Coal 
Dealers' Association were organized. In addition to these national 
associations, nimierous state and local associations have organiza- 
tions of their own, including about fifty operators' associations in 
various coal fields throughout the country. In Canada a similar 
movement is noticeable, as also in Sweden. Shipping pools like 
the Tidewater Coal Exchange, the Lake Erie Coal Exchange, and 
its successor, the Coal and Ore Exchange, indicate a similar 

' Commerce Reports ^ March i, 191 7, p. 805. 
«/Wi., April 24, 1917, p. 305. 
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tendency toward syndication among American coal-shippii^ inter- 
ests. On the other hand a parallel movement of combining is 
noticeable among the miners — the number, size, solidarity, and 
influence of the miners' unions in all the coaJ-producing coimtries 
having greatly increased during the war. 

This universal movement of the coal producers and dealers 
on the one side and of coal miners on the other, to combine for the 
protection of their common interests, represents one of the signifi- 
cant developments in the world's coal situation, and the chances 
are that in the near future it will speed the various governments 
to enact remedial legislation in the public interest. As far as tax 
legislation is concerned, heavy excess-profits taxes, coal taxes, and 
coal-royalty taxes have been imposed on the coal industry in a 
number of coimtries during the present war. Under the British 
Coal Mines Control Act of 1918, colliery owners must pay an excess- 
profits tax amoimting to 95 per cent. In France coal operators 
have to pay an excess-profits tax of 50 per cent, and an additional 
heavy tax has been placed on coal-land royalties as well as on 
imported coal. In Germany a coal-tax law provides for a tax of 
20 per cent of the mine price per ton. The Austrian parliament 
recently enacted a similar coal-tax law. 

EXPORT TRADE AND BUNKER SITUATION 

An analysis of the international coal export situation from 
1913 to 1918 reveals some very interesting facts. One of the most 
significant is the great decline in the coaJ exports of Great Britain, 
whose position as a commercial nation rests very largely on her coal 
export trade. The increased demand for domestic consumption 
and the decreased available shipping tonnage have brought the total 
of Great Britain's coaJ exports from 97,719,996 tons in 1913 down 
to 51,341,487 tons in 1917. This amounts to a decline in the coal 
exports for the two years of more than 46,000,000 tons. In com- 
parison with these figures it is interesting to note that the total 
exports of anthracite and bituminous coal from the United States 
have increased during the same period from 23,022,746 tons in 
1913 to 27,616,500 tons in 1917. 



Digitized by 



Google 



THE WORLD'S COAL SITUATION 577 

During the war, ocean freight rates on export coal have reached 
unprecedented figures. As compared with 19 14, the last normal 
year prior to the war, ocean freights from Atlantic ports to European 
and South American ports have increased as much as 400 per cent. 
The data in Table II illustrate the increase in freight rates on coal 
shipped from the United States to Italy and to Montevideo from 
October, 1915, to the end of 1916. 

TABLE n 

From United States To Italy To Montevideo 

October 23, 1915 $14.40 $ S.SS 

January x, 1916 22.80 12.60 

May 27, 1916 33.60 20.40 

November 13, 1916 24.00 13 . 20 

December 26, 1916 39-6o 19.20 

April, 1918 18.00 

Scarcity of tonnage, high insurance rates on accoimt of sub- 
marine depredations, and high wages for seamen were the chief 
causes for these high freight rates, although individual tramp 
steamers sailing under neutral flags apparently seized upon the 
opportunities for profiteering. 

Closely connected with the question of coal exports is that of 
coaling stations for bimkering purposes. The nation which con- 
trols the coaling stations along the international sea routes will have 
a great advantage over its competitors in international trade. In 
the past Great Britain was the foremost maritime nation in posses- 
sion of strategic artificial coaling stations, and thus gained control 
of the bulk of the world's supply of bimker coal. Gibraltar, Malta, 
Port Said, Singapore, Hongkong, and Shanghai are some of the Brit- 
ish coaling stations which encircle the globe. The war has effected 
great changes. While Germany has lost the few coaling stations 
she possessed at Tsing-Tau, in Africa, and in the Samoan Islands, 
American, Japanese, and Dutch coals have won new markets. 
England's exports of bimker coal have declined from 21,031,550 
tons in 1913 to 12,988,172 tons in 1916. In the Far East Japanese 
coal has in many places supplanted English coal, and on the entire 
Northern Pacific coast of Asia Japanese coal is now predominant. 
Nagasaki and Yokohama are the chief Japanese coaling ports, and 
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are used by practically all coal-buming steamers crossing the North 
Pacific. In the East Indies the Dutch have recently built up a 
successful bimker trade. Dutch coaling stations, supplying 
Sumatra and Borneo coal, have been established at Batavia, 
Soerabaia, and notably at Sabang, a strategic location at the entrance 
to the Straits of Malacca and on the direct trade route from Europe 
to the Far East. 

The war has brought about a marked increase in the American 
bimker coal trade of the Atlantic. The excellent coaling facilities 
at Panama and Colon give the United States complete control of 
one of the most important replenishing depots of the world's trade. 
American bimker coal has also supplanted British coal to a very 
large extent at the leading South American stations. 

The following table shows the gradual increase in the tonnage of 
American bunker coal loaded on board vessels in the foreign trade 
at the principal Atlantic ports from 1912 to 1917: 

191a S>873,oi8 tons 

1914 6,080,72a tons 

1915 ^»907>525 tons 

1916 7,216,656 tons 

1917 7,454,332 tons 

It is evident that England's former supremacy in coaling 
stations and bunker coal supplies has been weakened during the 
war by the spread of American, Dutch, and Japanese coal.' It is 
of course problematical to what extent Great Britain may regain 
her former oversea coal markets after the war. The good quality 
of her coal may decide. On the other hand greatly increased pro- 
duction, a large fleet of newly built coal-carrying vessels, and 
intelligent co-operation of American exporters under the new Webb 
law," allowing combinations in foreign trade, promise to make the 
United States the leading coal-exporting country of the world. 
The financial weakness of foreign countries will be a further potent 
influence in favor of American exports in the future, and finally 
a significant fact which must be taken into account is that our 
facilities for loading coal exceed those of any other country. 

' The Americas, February, 1918, pp. 7 ff. 
• Public Document No. 126, 65th Congress. 
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BY-PRODUCT INDUSTRY 

One of the most far-reaching and salutary eflFects of the war 
upon the coal industry in the United States, Canada, and Great 
Britain is the powerful stimulus it has exercised on the by-product 
coke industry. The present war has brought the people of these 
coimtries to realize their former dependence on Continental Europe, 
and on Germany in particular, for the by-products obtained in 
distilling coal, especially for dyestuffs. Up to a few years ago the 
United States was the most backward of all great nations in the 
manufacture of coal tar products.' Since 1915 all this has changed. 
The old beehive oven is being supplanted by by-product ovens 
to such an extent that in the three years from January i, 1915, to 
January i, 1918, the by-product coke production has practically 
doubled, and there has been as much gain as in the previous twenty 
years. In addition to the great stimulus given to the chemical and 
manufactiuing industries by the supply of such an abundance of 
raw materials, one of the most valuable results of the introduction 
of the by-product coke ovens is the conservation of our coal supply. 
It is estimated that the ovens put in operation during the three 
years mentioned above will save annually to this coimtry the fuel 
equivalent of 9,000,000 tons of coal." The value of by-products 
obtained in the manufacture of coke in the United States from 
1913 to 1915 was as follows: 1913, $16,925,^941; 1914, $i7>S29,o88; 
191S, $29,824,579. 

In Great Britain the recovery of by-products from coal is 
being actively encouraged by the government along systematic 
lines with a view to future expansion of this industry on a 
large scale. A special Fuel Research Board has been organ- 
ized for this purpose, and a fuel research station has been 
established to investigate the problem of replacing the greater 
proportion of raw coal now used by the substitution of various 
fuels obtainable from coal after the by-products have been 
extracted.^ 

» Mineral Resources of the United Siaies, U (1915), S^S- 

* Coal AgCf April 27, 1918, pp. 772 ff. 

* Report cfthe Fuel Research Board, London, 191 7. 
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n. GERMANY 

The German coal industry had been well organized for several 
years prior to the present war. The controlling factor, as far as 
production as well as distribution is concerned, was the Rhenish- 
Westphalian Coal Syndicate, a stock company organized in 1893 
and comprising 67 members in 1914, with a total production in 
191 2 of 103,409,865 short tons of coal. The Syndicate also controls 
the transportation of coal on the Rhine and is closely allied with the 
leading coal dealers' cartels.' 

When at the outbreak of the war a general dislocation of indus- 
trial conditions developed, the coal situation in the German Empire 
was much less affected than in most other countries because of the 
fact that the coal industry was well organized. It is a significant 
fact that when war conditions finally made government regulation 
and control necessary the transition was accomplished by con- 
siderably less disturbance of trade conditions than in other coimtries 
where state control upset all the customary channels of trade. 

The first great problem that came up at the beginning of the 
war was the threatened dissolution of the Rhenish-Westphalian 
Coal Syndicate. The volimtary syndicate agreement was to expire 
in November, 1915, and disagreements among the mine owners 
made the volimtary formation of a new syndicate improbable. 
The seriousness of the situation caused the Federal Council to 
issue a decree* on July 12, 19 15, which provided for the formation 
of a compulsory syndicate imless the syndicate agreement would 
be renewed. 

The compulsory syndicate was to be subject to the supervisory 
authority of the higher state officials. The Prussian Minister of 
Commerce would have the right of final decision in fixing prices, 
and a government official was to be a member of the board of 
directors with veto powers. This threat of state intervention led 
the colliery owners on October 14, 19 16, to form a so-called "tran- 
sition syndicate.'' Finally on April i, 1917, the syndicate s^ee- 
ment was renewed for five years. 

" Report of the Federal Trade Commission on Co-operation in American Export 
Trade, 1916, pp. 327 ff. 

» Reichs-Gesetsblatt, 1915, No. 113, pp. 535 ff. 
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REGULATION OF PRICES 

Maxiinxim coal prices for the German Empire were fixed by 
the govermnent as early as December, 19 14.* As the war continued 
the coal situation grew more serious. Increased demand, decreased 
production, transportation difficulties, and coal shortages in the 
large cities brought further government action. On February 24, 
1917, an Imperial Announcement relating to the Coal Trade^ was 
published, authorizing the Chancellor to requisition the domestic 
production of hard coal and lignite and to cause producers or 
owners of coal to turn their stocks over to parties designated by 
him. He was also authorized to collect data regarding stocks on 
hand, production, and consxmiption. In case of disagreement the 
price of coal thus requisitioned is to be determined by a board of 
arbitration, appointed by the Chancellor and consisting of one 
representative each of the producers, of the coal trade, and of the 
Imperial Arbitration Board of War Economies.^ 

A special decree of February 28, 1917, authorized the appoint- 
ment of an Imperial Commissioner of Coal Distribution.* This 
office is to be attached to the War Department, but the Commis- 
sioner is to be independent in his decisions. The decree authorizes 
the Commissioner to organize branch offices for equalizing dis- 
tribution. He is to have an advisory council, consisting of 
representatives of the Interior and Navy Departments, of the 
State Governments, the coal operators, the coal trade, and 
the consumers. The advisory coimdl, whose members are 
appointed by the Chancellor and who serve without pay, is to 
be consulted by the Commissioner on all questions concerning 
fimdamental policies. 

PRODUCTION DURING THE WAR 

During the war the production of coal in Germany has been 
wholly unequal to the ever-increasing demands. Table HI indi- 
cates the output of coal, lignite, coke, and briquettes during the 
years 1913 to 1915 in metric tons. 

« Ibid., 1914, p. 516. * Ibid., 1917, p. 250. 

* Ibid,, 1917, p. 167. < Ibid., 1917, p, 193. 
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Exact figures for 1916 and 1917 have not been published, but an 
official statement was issued recently* stating that the production of 
coal has approximately reached the level prevailing prior to the war. 
From the following figiures it will be seen that in 19 14 the output 
of coal decreased almost 30,000,000 tons, or about 15 per cent, as 
compared with 1913, while in 1915 the output of coal was 44,798,804 
tons less than in 19 13. While the production of coal shows a heavy 
decline for 1914 and 1915, it is interesting to note that the output 
of lignite has increased. The reduction in the output is said to 
have been caused by three factors: an insufficient number of 
miners and their helpers, a lessening of the productive capacity 
of the labor force, and a lack of necessary equipment. 

TABLE III 



/ 


1913 


19x4 


XQIS 


Coal 


191,511,154 

S7,i 16,343 

32,167,716 

5,823,776 

24,447,979 


161,535,224 

83,946,906 

27,324,712 

5,948,929 

21,448,600 


146,712,350 

88,369,554 

26,359,430 

6,392,484 

23,350,464 


Lignite 


Coke 


Briauettes from coal 


Briquettes from lignite 



At the beginning of the war fully one-third of the coal miners 
were called to serve in the army. To make up for this loss of men, 
the outside men at the mines were replaced largely with women and 
boys, so that Jhe former might work on the inside. Many prisoners 
of war were also employed for work in the mines. From time to 
time soldiers were furloughed to help in increasing the produc- 
tion. In July, 19 16, the average output per man per shift was 
1 .01 metric tons of coal. In April, 1917, the Langenbrahm mine, 
working under favorable conditions, showed an average of only 
0.9 ton, and its total daily production had declined in the mean- 
time from 1,260 to 784 tons. 

The cost of production has risen considerably, due largely to 
increased wages. For the Langenbrahm mine the cost per metric 
ton was 8 .69 marks ($2 .07) in July, 1916, and 16 . 16 marks ($3 .85) 
in April, 1917. Wages of German coal miners have increased from 

' The Iron and Coal Trades Renew, 1918, p. 145. 
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50 to 100 per cent during the period from 1914 to 1917.' This 
increased cost of production led to an increase in prices. It has 
been estimated that the price of coal has advanced 93 . 5 per cent 
between 1914 and 1917, while coke prices advanced 72 per cent 
and the price of briquettes 48.7 per cent in the same period. 
The high cost of fuel was further augmented by increased costs 
of transportation, especially water freights, and by special coal 
taxes. On April 8, 1917, the Coal Tax Law* was enacted which puts 
a tax on domestic and imported coal. For domestic coal the tax 
amounts to 20 per cent of the value of the coal at the mouth of 
the mine. This tax is to be collected from the producer. Coal 
consumed at the mines and by colliery employees is exempt 
from this tax, as is also coal used in the manufacture of oils, fats, 
wax, etc. 

The extraordinary demands made upon the railroads by the 
military authorities materially reduced the output of the mines. 
Large stocks of coal accumulated at the mines and idle shifts had 
to be introduced. When the difficulties in distribution began to 
increase in 1915, the State Mining Administration in the Ruhr 
district established a general merchant association for the disposal 
of coal from the government mines. A sales organization was 
formed for this purpose at Duisburg, with a branch at Mannheim. 
Later similar sales organizations were formed at Cologne and 
Hanover. 

One of the first steps of an industrial character taken by the 
German government at the outbreak of the war was to stimulate, 
so far as possible, the output of coke in order to increase the produc- 
tion of by-products. As a result of the government's action the 
adoption of coke as a substitute for coal has become more and more 
general on railroads and for industrial purposes. 

Notwithstanding the decrease in production of the German coal 
mines and the increased domestic demand for coal by war industries, 
Germany has been able to export limited quantities of coal to 
Switzerland, Holland, and the Scandinavian countries. This was 
made possible by the additional output of the Belgian and Polish 

*/Wi., April 19, 1918. 

» Rekhs-GesetzblaUf 1917, p. 340. 
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coUieries in the territories occupied by the Germans. On Septem- 
ber 2, 1916, an agreement was made with Switzerland which pro- 
vides among other things that Germany shall supply every month 
253,000 tons of coal to Switzerland to be dealt out by the Central 
Office for the Supply of Coal in Switzerland, at Basel/ 

BELGIAN COAL MINES 

Occupation of Belgiimi brought into German control a consider- 
able annual coal tomu^e. In 1913 Belgiimi produced 22,847,000 
tons of coal; in 1915, 14,244,000 tons of coal, 484,000 tons of coke, 
and 1,202,000 tons of briquettes. 

By a special order* the German Govemor-CJeneral of Belgium 
on April 26, 19 1 5, established an administrative corporation, the 
Central Coal Organization (Kohlenzentrale), to deal with all ques- 
tions appertaining to the distribution of coal, coke, and briquettes 
produced in Belgiimi. The headquarters of this organization were 
located at Brussels, with branches at Li^e, Charleroi, and Mons.^ 
All Belgian coal producers are compelled to place their entire outr 
put at the disposition of this organization, which attends to the 
distribution of the entire output of the Belgian coal mines. Under 
the special order the proceeds realized from the sale of the coal 
are to be turned over to the producers after deducting an adequate 
fee to cover the handling expenses. 

ni. FRANCE 

Of the large coal-produdng countries France was hit hardest 
by the war. As a result of the German occupation of the northern 
sections of France, nine Departments, covering 68 per cent of the 
coal supply of France, fell into the hands of Germany. 

The normal coal production of the French collieries is about 
40,000,000 tons per year. Since the beginning of the war the annual 
output of coal in France has been cut nearly in half, although more 
intensive exploitation of the mines in the uninvaded regions has 
somewhat increased the normal production. The increased output 

' The Iron and Coal Trades Review ^ 1916, p. 581. 
* GesdZ' und VerordnungsblaU, No. 65, p. 475. 
» Ibid,, No. 134, p. 1259, and No. 96, p. 783. 
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of the mines in the southern coal districts of France — St. Etienne, 
Alais, and Le Cretisot — ^was made possible largely by Belgian and 
French refugees who formerly worked in the coal mines of Belgimn 
and Northern France. The following figures show the total pro-, 
duction of coal in France from 1913 to 1917: 1913, 40,843,618 tons; 
1914, 29,786,505 tons; 1915, 19,908,000 tons; 1916, 21,477,000 
tons; 1917, 28,960,000 tons. 

France has never been able to supply sufficient domestic coal 
for her own requirements. Over against an annual normal produc- 
tion of 40,000,000 tons, the French coal consumption prior to the 
war averted 60,000,000 tons per year. The normal shortage 
of approximately 20,000,000 tons was made up through importation. 
In 19 13 the coal imports of France were as follows: 

From Great Britain 11,257,000 tons 

From Belgium 3,669,000 tons 

From Germany 3,491,000 tons 

From other countries 394f00o tons 

Total 18,711,000 tons 

Since 19 14 the fall in production has been accompanied by a 
fall in consumption to about 40,000,000 tons, leaving the coal 
shortage as before— ^bout 20,000,000 tons. Nearly all of the coal 
imported into France since 19 14 has come from England. In 19 14 
imports from England amounted to 15,430,000 tons; in 1915 to 
19,067,000 tons; in 1916 to 20,952,000 tons; and in 1917 to 
18470,000 tons. 

REGULATION OF PRICES 

In 1914 and 1915 the fuel situation in France was not alarming. 
In the beginning of 19 16, however, the demand for coal increased 
both for munition plants and for private industries, and the increase 
in price of coal assumed disquieting proportions. Under normal 
conditions the average mine price of coal in France fluctuated 
between 10.8 francs and 15.8 francs. With the heavy decrease 
in production caused by the loss of the northern coal mines, in 
addition to increased demand and abnormally high freight rates 
for imported coal, the price of coal at the mine had increased in 
the winter of 1915-16 up to 70 francs per ton. Freight rates on 
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British coal had increased from 8 francs in 19 14 to 60 francs per 
ton in April, 1916.^ 

The French government now initiated a series of regulatory 
measures intended to curb speculative prices and to control dis- 
tribution. By a special law of April 22, 19 16,* it was provided that 
maximum prices be fixed for coal sold at the mines and for imported 
coal. A presidential decree appointed a central conmiission for 
fixing coal prices tmder the foregoing law. Maximum prices were 
first annotmced on August 8, 1916/ and revised several times there- 
after by subsequent ministerial decrees. 

A decree of December 31, 1917,^ fixed maximum prices at the 
mines for the Savoie and Haute-Savoie basin, as follows: large 
screened coal, 52 . 25 francs; run of mine, 42 . 25 francs; small sizes, 
32.25 to 37.25 francs. Maximum freight rates on contracts for 
the transportation of coal between British and French ports were 
fixed on May 27, 19 16. 

To insure greater co-operation among the government depart- 
ments controlling the imported and French mined coal, a new 
Ministry of General Subsistence a^d Maritime Transports (Mini- 
st^re du ravitaillement g6n6ral et des transports maritimes) was 
organized, tmder a presidential decree of April 7, 1917,^ which 
took charge of all food and fuel supplies both domestic and imported. 
A special decree of June i, 1917,* created within the Ministry of 
Subsistence a Fuel Division (Direction des combustibles) and 
Mr. Duperrier, the chief engineer of bridges and highways, was 
appointed head of this division. By a decree of July 3, 1917, the 
general direction of the national fuel supply was transferred to the 
Minister of Mimitions and War Manufactures, the Undersecretary 
of State for War Manufactures, M. Loucheur, to be in direct 
charge. The same decree also transfers to the same under- 
secretary the administration of coal mines, thus concentrating 
the control of production and distribution of coal in the same 
authority. On November 28, 1917, a Consulting Committee of 
Mines was created by a special decree to assist the Ministry of 

« VEconomisUfranQaiSy March, 191 7, p. 270. < /Wi., January i, 1918, p. 91. 
• Journal officid, April 33, 1916, p. 3443. » /Wi., May 6, 191 7, p. 3614. 

» Ihid,y August 9, 1917, pp. 7220 flf. • Ibid,, June 6, 1917, p. 4411. 
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Armament and War Manufactures in increasing the production of 
the coal mines. 

Considerable suffering on the part of small consumers who were 
largely at the mercy of profiteering coal speculators, who bought 
up coal from the importers and coal-mine operators, led to further 
government control of distribution. On April 29, 19 17,' the Minis- 
ter of Subsistence authorized the prefects of each cotmty to 
organize coal apportionment conmiissions to be presided over by 
sub-prefects and to be composed of the general cotmdllors of the 
county and of the mayors of the chief cities. Beginning with 
Jtme 15, 1917, coal is to be sold to consumers only upon coal 
cards authorized by the above-named conmiissions. . The maxi- 
mum quantity of coal to be delivered weekly to each household is 
limited to 50 kilograms (no lbs.). To prevent hoarding, coal 
dealers and others had to declare in the mayor's office before 
June 20, 1917, the quantity of coal in their possession in excess of 
1,000 kilograms. 

Thp importance of safeguarding the cotmtry's coal resources in 
the future is being fully recognized by French statesmen. It has 
been proposed to amend the French Mining Law of 18 10 by modi- 
fyii^ the duration of concessions and including the participation 
of the state in the profits of the mines. A recent bill' backed by the 
government provides that mines become the property of the state 
on the expiration of the concessions, the duration of which shall be 
limited to 99 years. The bill provides also that the state be given 
a progressive share in the profits after ciunulative profits of 6 per 
cent on the share capital have been allotted to the proprietors. In 
the exposi des motifs accompanjring the bill it is pointed out that 
the proposed reforms have already been put into effect through 
indirect methods. 

In France as in Great Britain the coal industry has been 
heavily taxed during the war. A law of July i, 1916,^ imposes a 
war excess-profits tax of 50 per cent on mine owners. The Budget 
Law^ of December 30, 1916, doubled the taxes on mining royalties 

« Ibid,, April 30, 191 7, pp. 3453 ff. 

*Ibid,, Doc. Pari., 191 7, Ch. Dep., p. 1956. 

* 12 Dalloz 177. * Journal officid, Dec. 30, 1916, p. 11 209. 



Digitized by 



Google 



588 JOURNAL OF POUTICAL ECONOMY 

and a decree of November 5, 1917/ imposed a tax of 5 centimes 
per ton on imported coal to pay the expenses of the national coal 
bureau. 

IV. GREAT BRITAIN 

The outbreak of the war came at a time when the British coal 
industry was in the midst of the most profitable period of its history. 
During the seven years from 1907 to 19 14 prices, profits, and wages 
were higher and trade conditions generally more stable than in any 
previous period. A significant feature of the British coal trade 
during the period just mentioned was the combinistic movement, 
initiated by Lord Rhondda, who brought about an immense con- 
centration of ownership in coal properties. About one-third of 
the output of the South Wales coal field was brought into the con- 
trol of three combines — ^the Ocean-Wilson, the Cambrian, and the 
Ebbw Vale-Beynon combines. Formerly the producing and the 
marketing ends of the British coal trade were quite separate. Lord 
Rhondda was instnmiental in bringing about a change by linking 
with his colliery interests some of the leading domestic selling 
agencies and a large proportion of the British coal export machinery, 
including numerous coal depots in foreign countries. 

With the war a complete change has come over the whole coal 
industry and trade of Great Britain. Competition has been super- 
seded by state regulation to such an extent that at the beginning 
of the present year the. tentacles of the state almost entirely inclose 
the industry. A view of the complex government machinery which 
has displaced private control of Great Britain's coal industry may 
be I gained from the following list of government departments:* 
Department of the Controller of Mines, Department of the Shipping 
Controller, War Trade Department (Coal Division), Coal Exports 
Committee, Ship Licensing Conmiittee, Liter-Allied Chartering 
Executive, Italian Coal Committee, Bureau des Charbons of the 
Ministfire des Travaux Publics, Paris, Central Executive Com- 
mittee of Great Britain for the Supply of Coal to France and Italy. 
The most important of these departments and committees are now 
imder the direction of the Controller of Coal Mines in whose hands 

» Journal qfficiel, Nov. 5, 1917, p. 8903. ' SUUisi, 1918, p. 187. 
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the control of all the various phases of production and distribution 
has been gradually centralized. 

Labor unrest in South Wales, which supplies most of the coal for 
the British navy, was the decisive factor which led directly to the 
taking over of the coal mines by the state. From the beginning 
of the war there had been trouble in South Wales, arising from the 
constant conflict between the coal miners and the colliery owners 
on the question of w^es. Finally David Lloyd George, then 
Minister of Munitions, intervened and conceded the miners a 
15 per cent bonus despite the opposition of the operators. 

When, however, new disputes arose growing out of a further 
demand by the miners for a second 15 per cent increase of the war 
bonus and this trade dispute threatened to interfere seriously with 
Great Britain's coal supply, the British Government, by an order 
of the Board of Trade tmder Regulation 9G of the Defense of the 
Realm Act,* assiuned control of all the coal mines in South Wales, 
on November 29, 19 16, for the period of the war. On February 22, 
1917, the remaining coal mines were placed under control of the 
government. 

Up to the beginning of 19 17 numerous voluntary emergency 
agreements had been put in operation for the purpose of coping 
with the extraordinary coal situation that had developed. The 
underlying purpose of all these schemes had been to interfere as 
little as possible with the ordinary trade channels. However all 
the various voluntary efforts were without permanent success. 
More stringent centralized government control became necessary. 
Accordingly on February 19, 1917, the Board of Trade established 
a separate office, the Coal Mines Department, to control the coal 
industry. Mr. Guy Calthrop, formerly general manager of the 
London and Northwestern Railway Company, was appointed 
Controller of Coal Mines. An advisory board consisting of seven 
representatives each of the colliery owners and of the Miners Federa- 
tion, and a special board of financial advisers and s[>ecial assistants 
in matters relating to the production and distribution of coal 
were attached to the Controller's office. The powers given to the 

' Defense of the Realm Manual, 3d enlarged edition, revised to February 28, 191 7, 
p. 315; see also Board of Trade Journal, February 33^ 191 7, p. 550. 
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Controller are very comprehensive and include full power to control 
the production, distribution, prices, and consumption of coal in so 
far as he may consider necessary. 

REGULATION OF PRICES 

Prior to taking over the coal mines the government had enacted 
a law limiting mine prices. In the early stages of the war difficulties 
of distribution, arising out of congested railway traffic, a heavy 
increase in domestic demand, and greatly decreased production, 
had resulted in ever-rising prices. To curb these the Price of Coal 
(Limitation) Act of July 29, 1915, was passed,' which established 
a maximum or " limitation " price for coal at the mines. It provides 
that the price of coal sold at the pit's mouth shall not exceed the 
averse price for the same kind of coal realized during the twelve 
months ended Jtme 30, 19 14 by 4 shillings per ton. Later the 
Board of Trade authorized a further advance amotmting to 2 
shillings 6 pence per ton, in order to offset a wage increase granted 
miners. Thus the maximum price fixed by the government for 
coal at the mines amoxmts at the present time to the average price 
for the year ended Jime 30, 1914, plus $1 .62 per ton. 

The commission of wholesalers and jobbers was regulated by the 
Wholesale Coal Prices Order of September 5, 1917. This order 
imposes a maxuniun of i shilling per ton to the pit head prices, in 
addition to the actual cost of transport, for coals for household 
consumption. 

The profits of retail coal dealers in the provinces were regulated 
by the Retail Coal Prices Order of September 1 1, 1917. Under this 
order the prices at which coal delivered by vehicles from a depot, 
wharf, or railway siding, in lots of one ton or over, may be sold shall 
not exceed by more than i shilling per ton the price of the coal 
delivered at the depot, in addition to the cost of handling and 
delivery. The maximiun retail prices in each locaUty are to be 
fixed by local authorities — borough, urban, and rural district 
cotmcils in England, coimty and town coimdls in Scotland, and 

* S and 6 Geo. 5. ch. 75. Defense of the Realm Regulations (monthly edition) 
consolidated and revised to March 31, 1917, edited by Alexander Pulling, C.B., p. a. 
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borough and xirban district cotindls, town commissioners, and rural 
district cotmdls in Ireland. The local authorities after investiga- 
tion of the figures submitted by the local coal merchants are to 
publish in the local press lists of prices allowed and the retail dealers 
must display these price schedules. 

REGULATION OF LONDON RETAIL TRADE 

During the winter of 1916-17 a serious coal shortage developed 
in London, the ordinary trade channels for distribution breaking 
down completely. To prevent recurrence of such a situation, a 
special Household Coal Distribution Order for London was put 
into operation August 10, 1917. This order covers an area com- 
prising about two million separate houses and premises. A metro- 
politan Distribution Branch was established and charged with the 
execution and administration of the order. • Under this order retail 
coal purchases are limited, for the period from October i to 
March 31, to from 2 cwts. per week for a house of not more than 
4 rooms to i ton for a house of 7 rooms. For the period from April i 
to September 30 in each year the allowance shall be at the rate of 
half that provided for the former period. Additional allowances 
are provided for the aged, infirm, etc. 

The order further provides that every person dealing in or selling 
coal in quantities exceeding 2 cwts. at one time shall register with 
the Controller. Each local authority shall appoint a Local Coal 
Overseer whose duty it shall be to report to the Controller on the 
requirements for the storing, handling, delivery, and retailing of 
coal within his district, and to recommend whatever improvements 
he finds necessary to safeguard the interests of consumers. The 
Local Coal Overseer also has charge of reserve stocks of coal. 
After October i no coal is to be sold or purchased except imder a 
written requisition giving the existing stock available to the con- 
smner. Special provisions are made to promote the selling of coal 
in small quantities and every encouragement is given to small 
dealers to continue in business.' 

The following table shows the maximum prices per net 
ton for household coal to consumers in London as issued in 

« The Iron and Coal Trades Review, 191 7, pp. 161 flf. 
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February, 1918, by the Mines Department of the Board of 

Trade: 

Best selected house coal 395. 6d, 

Silkstone or seconds ! . . 375. 6d. 

Derby brights $6s. 6d. 

Best kitchen, best cobbles or nuts $6s, 6d, 

Hard cobbles or kitchen nuts 34J. 6d. 

Stove coal 335. 6d, 

ZONING SCHEME 

One of the most far-reaching changes brought about by the 
Controller is the so-called Redistribution Scheme, the purpose of 
which is to economize transport facilities by securing the consump- 
tion of coal as near as possible to the point of production. The 
necessary powers were provided by the Coal Transport Order of 
July 4, 1917. Long-distance and cross hauls are prohibited. The 
cotmtry is divided into twenty zones, to each of which is allocated 
a definite source of supply. The District Coal and Coke Supplies 
Committees were appointed to administer the provisions of this 
order. It was estimated that this arrangement would effect a 
transport saving of 700,000,000 ton miles annually. 

The results attained by this zoning scheme appear not to have 
been entirely satisfactory.* It seems that the immediate effect 
of the order was widespread disorganization and complaints of 
short supplies and imsuitable deliveries. By more elastic methods 
of administration, however, conditions gradually appear to have 
improved. In accordance with sees. 2 and 3 of this order every 
contract of sale was abrogated on September 8, 1917, in order that 
a re-allocation of the supplies of coal might be effected. 

CONTROL OF COLLIERIES 

A comprehensive scheme of colliery control was effected by the 
Coal Mines Control Agreement (Confirmation) Act of January, 
1918. In its original form and before it was enacted into law, this 
agreement was the subject of four months of negotiation between 
the Controller and representatives of the Mining Association. 
This law authorizes the Controller to take over in whole or in part 

« The Statist, 1918, pp. 136 flf. 
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the management either of all coal-mining tmdertakings generally 
or of the undertakings in any particular district or of individual 
tmdertakings. 

A feature of this act is a compensation sdieme whereby colliery' 
owners are to be paid a compensation in full satisfaction of all claims 
arising out of government control of the mines. The pre-war out- 
put is adopted as the standard output, and the pre-war average 
profits as standard profits. If the pre-war output is maintained, 
the standard profit is guaranteed, whether a colliery makes it or 
not. If the profits^ fall below this average, the difference will be 
made good by the Controller. When collieries fail to maintain 
their pre-war standard output, their profits will be reduced, but 
not quite in proportion to the decreased output. 

The profits of the operators are limited in the most favorable 
cases to £200 plus 5 per cent in excess of pre-war profits. The 
remaining 95 per cent of the excess profits must be paid to the govern- 
ment — 80 per cent in the form of Excess Profits Duty and 15 per 
cent as Coal Mines Excess Payments. This latter 15 per cent is 
to be used for the compensation of collieries that are unable to 
make their standard profits and to defray the administrative 
expenses of the Controller's Department. Excess profits are 
collected by the Commissioner of Internal Revenue. 

The act provides that the owner of every colliery shall keep 
and furnish to the Controller at such times and in such form as the 
latter may determine such cost accoimts, trading accoimts, balance 
sheets, and other accoimts as the Controller may require audited; 
and they must be verified in such manner as he may direct. The 
Controller, or any person appointed by him, may require the owner 
or any officer of a mine to furnish any information which may be 
reasonably required. All information thus obtained must, however, 
be treated as confidential. No dividends shall be paid and no 
bonus repaid in respect to any mine without the consent of the 
Controller. In case of any dispute arising under this agreement 
between the Controller and the owner not otherwise provided for, 
an sirbitrator appointed by the Lord Chief Justice shall arbitrate 
the sanie. If an owner intends to close or abandon a mine he is 
required to give sixty days' notice. When the Controller closes a 
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mine the cost of maintaining and reinstating it does not fall on 
the state, but may on the application of District Associations be 
met by a levy on the district or group of districts in which it is 
^situated. While mine operators' profits will be considerably 
curtailed tmder this law, it is quite generally conceded that they 
have made very substantial profits during the war, especially up 
to the time when the allowance of is, 6d, per day to the miners 
began and when the cost of supplies began to increase/ 

Still more drastic regulations, interfering in part with technical 
details of colliery workings, were announced by the Coal Controller 
on March i6, 19 18. This latest order provides that no owner of a 
coal mine shall without previous notice to the Controller of Coal 
Mines incur any expenditure on sinking, widening, or deepening of 
shafts; on making or driving of slants or adits; opening or reopen- 
ing of seams; erection or acquisition of any additional buildings, 
plant, or machinery not strictly required for the purposes of repair 
or maintenance. 

The order provides fiirther that no owner of a coal mine shall 
without previous written authority of the Controller of Coal Mines 
increase or decrease wages or bonus of mine officials or woik people 
otherwise than in accordance with the awards or agreements of 
conciliation boards or other duly constituted machinery for regu- 
lating rates of wages. 

PRODUCTION DURING THE WAR 

One of the chief objects of government control in England has 
of course been to maintain the output of coal. The following table 
shows the annual production of coal in Great Britain for the past 
five years: 

Year Groas Tons 

1913 • • 287,698,617 

1914 265,664,393 

19IS 253,206,081 

1916 256,348,351 

1917 248,473,119 

From the foregoing figures it will be seen that the production 
of coal mined in Great Britain during the war has decreased con- 

' The Economist f 191 7, p. 287. 
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siderably as compared with the pre-war output. The production 
for the year 1917 amounts to approximately 40,000,000 tons less 
than the production for 1913, while the production for 1917 
amounts to a decrease of 7,875,232 tons as compared with 1916. 
This decrease in output is attributed to the following causes: 
(i) labor shortage caused by enlistment, (2) lack of timber, (3) trans- 
portation difficulties, (4) strikes. 

I^abor shortage was the primary cause for the decEne in produc- 
tion. In 19 16 over 25 per cent of the men employed about the 
mines had enlisted for military service. This decrease in labor re- 
flected itself immediately in a corresponding reduction in the out- 
put of coal, the production in 1914 being approximately 22,000,000 
tons below that of 1913, while in 1915 it dropped about 34,000,000 
tons below the production of 1913. In order to increase the output 
about 16,000 miners were exempted from war service and brought 
back to the mines.* Largely as a result of this the production 
of 1916 increased slightly over that of the preceding year, the 
increase amounting to about 3,000,000 tons. In 1917 there were 
1,021,340 persons employed at the mines, amoimting to a decrease 
of 106,558 on the pre-war year of 1913 but an increase of 23,277 
persons on the figures of 1916. In many cases the places of young 
and vigorous trained men were taken by other workmen who came 
into the coal fields but who were much less efficient than the trained 
miners who had enlisted. Then too difficulty in obtaining coal- 
mining machinery and scarcity of skiUed labor for working the 
machines held down production, so that last year's output was the 
lowest since the beginning of the war. 

The timber shortage was mainly a scarcity of pitwood needed 
for propping up roofs in the mines. This scarcity was brought 
about by the curtailment of the importation of pitwood in order 
to economize shipping tonnage. To remedy this situation the 
government promoted the organization of Pitwood Associations, 
seven of which have been formed, to develop and make accessible 
the supply of home-grown timber. A Controller of Timber 
Supplies was appointed who has charge of supplying the coUieries 
with pitwood and other necessary timber. Maximum prices were 

' Parliamentary Debates, March 27, 191 7, p. 278. 
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fixed for pitwood timber and stocks were limited to twelve months' 
future consumption.' 

Transportation difficulties kept down production in certain 
coal fields. In Wales, in the north of England, and in Scotland 
collieries have been able to work only irregularly owing to want of 
shipping to take away the cargoes for which licenses had been issued. 
In November, 191 7, the executive of the Miners' Federation of 
Great Britain came to an agreement with the Coal Controller to 
secure greater mobility of labor employed in the coal mines during 
the war. Bureaus were established in various mining districts for 
the purpose of facilitating the removal of miners from districts 
where the mines are overcrowded, and from those places where 
there is irregular work and waste of man's producing power owing 
to shortage of shipping tonnage or railway cars available to haul 
the coal away. The men who remove from one district to another 
are to get the wage of the district which is higher, and in addition 
a subsistence allowance including railway fare. There are var3ang 
scales for married and single workers.* 

Labor disputes and resulting strikes constituted a very im- 
portant factor in keeping down the coal output. In 1916 there were 
67 strikes in the coal mine fields, involving 61,611 work people. 
The duration of the disputes amounted to 310,600 working days. 
Conditions in 1917 were worse, for the niunber of strikes amoimted 
to 116, involving 267,045 people and 1,098,400 working days.^ By 
referring to the annual production statistics given on page 594 one 
will readily see how these strikes are reflected in the decreased out- 
put of coal. 

As a result of war conditions the powers of the Conciliation 
Boeirds have been virtually paralyzed. In the earlier stages of 
state control it was intended to retain as much as possible of the 
local machinery governing the relations between employers and 
workmen — the Conciliation Boards and their powers were to be 
respected and their decisions enforced. There were no other 
agencies by which discipline could be maintained. All this has 

» The Iron and Coal Trades Review , 191 7, pp. 163 and 541. 

• Ibid., 191 7, p. 541. » Ibid.f 1918, p. 60. 
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changed. In most of the coal fields the Conciliation Boards and 
their agreements have ceased to cotmt. The men carry their 
disputes to the Board of Trade or the Conmiittee of Production 
and simply repudiate any obligation to submit wage differences to 
the decision of the boards. In consequence of this state of affairs 
discipline is said to have been completely tmdermined/ 

Miners' wages have been increased considerably since govern- 
ment control was established. Beginning with September 17, 
1917, the so-called "war wage*' was granted, amoimting to an 
increase of is. 6d. a day for each day on which a man works or is 
ready to work and able to do work, and gd. a day for boy^ imder 
16 years old. A feature of this arrangement is that increases are 
paid men when the mine is idle for lack of trade. This was done 
to give some relief to miners in the export districts where shipping 
losses cause irregulsir work. In 19 16 the rates of wages of 865,000 
workers in the coal regions were changed, the net increase in weekly 
wages amotmting to £227,000. In 1917 the wages of 1,000,000 
mine workers were increased, the increase in weekly wages amotmt- 
ing to £437,200. 

EXPORT OF COAL 

In the history of British conmierce coal plays an all-important 
part, the foreign trade of Great Britain in the past having been 
in no small measure maintained on the basis of coal exports. Coal 
forms the bulk of British outwsird cargoes, in 1913 the estimated 
weight of all British exports amounting to 97,000,000 tons, of which 
about 76,500,000 tons was coal. By taking on cargoes of coal for 
export to overseas British shippers were able to bring back raw 
materials needed by British industries. By filling the ships both 
wajrs freight rates were reduced, and this meant for British indus- 
tries lower costs of production and of marketing. 

Prior to the war a feature of the British coal trade was the steady 
increase of foreign demand over home consmnption. The war has 
changed this completely, for it has brought on an increase in 
home consumption, while export shipments have decreased. The 
two chief causes which brought about this change are abnormal 

* The Economist, 191 7, p. 527. 
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expansion in home markets to meet requirements for war and 
increasing shortage in the world's supply of tonnage/ 

The following table indicates^the home consmnption of coal as 
compared with the export trade in coal from 19 13 to 1917: 

Home Consumptkm Export Shipments 

1913 191,000,000 97,719,996 

1914 184,500,000 81,027,000 

19IS 193,000,000 59,952,000 

1916 201,000,000 55,001,113 

1917 201,000,000 (estimated) 51,341,487 

If the export figures given above for 19 13 are taken as a standard 
it will be seen that the British coal export tonnage has been reduced 
nearly half since the beginning of the war. In comparing the 
export figures with the production tonnage it will be seen that while 
in 1916 approximately 35 pter cent of the tonnage produced was 
exported, in 1913 the coal exports amoimted to only about 20 per 
cent. 

Under government control the sole consideration with respect 
to the coal export trade was to meet the needs of home consimiption 
and those of the allied coimtries. Neutrals were permitted to 
purchase only such quantities as state policy would allow. This 
involved great sacrifices to certain producing districts. ThusHhe 
Welsh district was obliged to give up the South American trade, 
which before the war amoimted to more than 5,000,000 tons a year. 

For the last three years the question of ocean freight rates has 
been a very serious factor in the export trade. While the rates 
allowed British vessels were subject to fixed schedules, regulated 
by the government, scarcity of tonnage and war risks resulted in 
excessive freight rates by neutral vessels. The following table 
indicates the average freight rates per ton in 1914 as compared with 
current rates in 19 16: 

X014 xox6 

For Barcelona gs. 4^^. £17 

For Port Said gs, jid, 1605. 

For River Plate 14s. 3 d, 1305. 

For Gibraltar 7s. gid. lOOS. 

' The SkUist, 1918, pp. 136 flf. 
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AFTER-THE-WAR PROBLEMS 

Fully recognizing the important bearing of the coal industry 
upon Great Britain's future position as a world-power the British 
Government already has initiated comprehensive plans for the 
development and expansion of the British coal industry in connec- 
tion with industrial reconstruction after the war. 

Three committees or boards under the British Ministry of 
Reconstruction are working along these lines. The first is the 
Coal Conservation Committee. The purpose of this body is to 
consider and advise (i) what improvements can be effected in the 
present methods of mining coal with a view to prevent loss of coal 
in working and to minimize the cost of production; (2) what im- 
provements can be effected in the present methods of using coal 
for production of power, light, and heat, and of recovering by- 
products with a view to insuring the greatest possible economy 
in production and the most advantageous use of coal; (3) whether, 
with a view to maintaining Great Britain's industrial and com- 
mercial position, it is desirable that any steps be taken in the near 
future, and if so, what steps, toward securing the development of 
new coal fields or the extension of coal fields aheady being worked. 

This committee has aheady issued an interim report which 
deals with the extent to which conservation of coal will effect 
economy in the production of motive power and other forms of 
energy, with the resulting expansion of industry and with the steps 
necessary to attain these objects. The committee emphasizes 
the fact that 80,000,000 tons of coal are consiuned yearly in the 
production of motive power in Great Britain, and finds that if the 
power supply in Great Britain were dealt with on comprehensive 
lines and advantage taken of the most modem en^eering develop- 
ments, the saving in coal throughout the country would in the near 
future amoimt to 55,000,000 tons annually on the present output 
of mahuf actured products apart from a possible saving on domestic 
coal consmnption.* 

' The following comments in a recent number of a British journal {The Statist, 
March 2, 19 18, p. 358) merit attention. In discussing lessons that have been learned 
from the war in so far as the British coal industry is concerned, the writer states: 
"One lesson is the great value of coal as a local and national asset. Another is that 



Digitized by 



Google 



6oo JOURNAL OF POLITICAL ECONOMY 

V. OTHER EUROPEAN COUNTRIES 
In the neutral countries — Sweden, Norway, Denmark, Holland, 
and Switzerland — the coal situation has become more and more 
difficult as the war continues. The manufacturing industries have 
been seriously paralyzed, and widespread suffering has been occa- 
sioned among household consimiers by the imprecedented fuel 
shortage. These coimtries are almost wholly dependent upon 
Great Britain and Germany for their coal supply, but neither of 
these two countries has furnished them with anything like a 
sufficient supply. Only on very exacting conditions were limited 
fuel supplies to be had. 

In Holland the Royal Coal Distribution Bureau has charge of 
the distribution of coal to the more important industries. Local 
fuel committees under the direction of the burgomasters supervise 
distribution in the provinces and towns. 

In Switzerland the coal imports are controlled by the Central 
Office for the Supply of Coal, which has its headquarters at Basel. 
Maximum prices for imported coal in carloads were fixed by a 
decree of the Swiss Political Department, March 7, 191 7. The 
imports of coal into Switzerland have been as follows during the 
past five years:' 1913, 3,379,000 tons; 1914, 3,108,000 tons; 1915, 
3,311,000 tons; 1916, 3,151,600 tons; 1917, 2,286,000 tons. Ap- 
proximately 90 per cent of the Swiss coal imports came from Ger- 
many. As a result of the serious coal shortage during the winter of 
1917-18 the gas supply in the cities had to be cut down to a mini- 
mum and railroad traffic had to be greatly reduced. In Switzer- 
land, as in Norway and Sweden, large water-power resources have 



the old-time internecine competition and undercutting of prices mean wasted material 
and effort. A third is that the by-products of coal are an invaluable source of 
wealth, which has been shamefully neglected, and which must be tapped at home by 
patent recovery coke ovens all over the district. A fourth lesson is the need for a 
larger outlook — for imperial coal trade routes and depots, for cheaper ocean transport 
and co-ordinated facilities for handling coal from the pit's mouth to the port of ship- 
ment and from the port of shipment to its destination abroad. The coal export 
trade of the future promises to centre in larger and stronger hands which will com- 
bine and gather under associated control the functions of raising, shipping and selling 
coal, so that the whole business can be conducted on a larger scale, at a smaller cost, 
and with a maximum of efficiency." 

' VEconomiste fran^ais, 1918, p. 458. 
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been utilized and are being developed to comp>ensate for the short- 
age of coal. 

In Sweden the fuel situation has become so critical during the 
war that the National Fuel Commission has commandeered all 
combustibles, including coal, coke, wood, and benzine. Coal and 
coke cards have been introduced, but they cover only about one- 
seventh of the normal consumption.' Owing to the scarcity of 
coal many railways and steamers are burning wood. The state 
is promoting the production of peat briquettes on a large scale. 
In the Swedish coal trade a general tendency to combine has been 
noticeable, and in Stockholm a concern has recently been incor- 
porated, the A. B. Kol and Koks, with a capital of five and one- 
half million crowns, to concentrate that city's trade in coal and 
coke.^ 

Spain is one of the countries whose coal production has slightly 
increased diuing the war, althou^ it is not sufficient to supply 
the domestic demand. The total production of bitimmious, 
anthracite, and lignite coal has increased from 4,424,439 tons in 
1914 to 5,588,594 tons in 1916, and the production for 1917 is 
estimated to be in excess of that of 1916. A significant develop- 
ment in connection with the coal industry of Spain is the formation 
of the National Coal Mining Coimdl (Consordo Nadonal Car- 
bonero), which embraces all the coal-mine owners of the country. 
It was organized under a royal decree of July 12, 1917.^ Under 
this decree all coal operators are combined into regional syndicates, 
which are represented by a total of 12 delegates, one for every 
500,000 tons of production, in the Council. The latter has an 
offidal character and includes in its membership representatives 
of several government departments. The president of the Council 
is appointed by the government. According to the decree the 
prindpal objects of the Coimdl are to increase production, to build 
railways, docks, and storage plants, and to regulate distribution 
and prices. Through a government bank the Council is to be sub- 
sidized. This is the first instance of a compulsory national coal 

' The Economist^ 191 7, p. 39. 
" The Americas y 191 7, p. 18. 
» Gaceta Madrid j Jvily 14, 191 7. 
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s}aidicate with state participation along the lines of the Italian 
Sulphur Syndicate. 

Russia like France has lost, for the time being at least, some of 
her largest coal-producing;^ districts. The loss of the Dombrava 
coal field in Poland amounts to an annual loss in coal production 
of about 7,000,000 tons. The Output of the Donez basin has 
decreased during the war to more than half of its normal produc- 
tion. The shutting off of British imports via Baltic ports and the 
Black Sea has further increased the coal shortage of Russia so that 
only about 20,000,000 tons of domestic production remain for 
that coimtry's consumption. Throughout Russia oiT, wood, and 
peat have quite generally replaced coal. 

The Italian coal situation became acute with the coimtry's 
entrance into the war. Formerly Italy got the bulk of its coal 
supply from Germany. During the past two years Great Britain 
suppUed the bulk of Italy's coal, the imports of fuel amoimting 
to about ten million tons in 1916 and slightly more in 1917. In 
1916 the United States exported 1,770,668 tons of coal to Italy, 
in 1917, only 566,069 tons. High frei^t rates resulted in exorbitant 
coal prices until an arrangement was made with Great Britain by 
which maximum freight rates were fixed. At the same time maxi- 
mum sales prices were established for imported coal by the director 
of the National Fuel Commission, De Vito.* The same decree of 
December 31, 1916, which established maximum prices provides 
further that retail coal prices shall be fixed by the prefects and that 
retailers' gross margins shall not be in excess of 5 lire ($1.00) per ton. 

Prior to 1914 not much coal was produced in Italy, but the 
great scarcity of coal since coal shipments from Germany ceased 
resulted in an increase in domestic production. In 1916 there 
were 148 coal mines active as against 59 in 1915, and the domestic 
production of lignite increased from 939,027 metric tons in 191 5 
to 1,282,819 in 1916, while the production of anthracite increased 
from 9,314 tons in 191 5 to 18,544 in 1916. Freight rates on coal 
from Cardiff to Genoa had increased from 7^. per ton in July, 19 14, 
to 265. in May, 1915, and to 805. in 1916.* In exceptional cases, 

^CoUeziane Cderifera deUe leggi, etc., Roma, January 20, 191 7, pp. 47 f. 
* Journal des iconomistes, 191 8, pp. 190 ff. 
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it is reported, coal retailed as high as $120 per ton. A Commis- 
sioner General for Fuel was appointed by a special decree of 

August s, 1917/ 

VI. AUSTRALIA 

In view of the fact that legislation in Australia is "advanced" 
to a degree imknown elsewhere in the world, a brief review of the 
price-fixing laws and other wartime legislation affecting the coal 
industry is of interest. The parliaments of all the Australian 
states, with the exception of Tasmania, early passed price-fixing 
legislation, and within two months of the commencement of the 
war tribunals with varying degrees of power were appointed to 
administer the several acts.* 

In New South Wales the Necessary Commodities Control Act 
of 1914 provided for a commission of three to inquire into and to 
report as to what should be the highest selling prices of any "neces- 
sary commodities." Under this act coal, firewood, and other fuel 
were defined as "necessary commodities." On the report of the 
Commission, the Governor in Coimdl fixed maximum prices, and 
the results of the work of the Conunission, which had all the powers 
of the Supreme Court of the State, and a large staflF of officers and 
inspectors were much more far-reaching and extensive than else- 
where in Australia. 

In Queensland the Control of Trade Act of 1914 was almost 
identical in terms with the above-mentioned law of New South 
Wales. In Victoria the Price of Goods Act of 1914 lapsed for politi- 
cal reasons. 

The Prices Regulation Act passed by the South Australian 
legislature in 19 14 provided for a Price Regulation Commission of 
three members who were authorized in their absolute discretion to 
declare any commodity to be a necessary of life within the meaning 
of the act. In case any person failed to sell goods at the fixed 
price the goods became Uable to forfeiture to be paid for at the fixed 
price. 

The Control of Trade in War Time Act, 1914, of the State of 
Western AustraKa lapsed in 1915 and was not re-enacted. 

^Gazz, Uf.y 9 agosto, 191 7. 

* H. L. Wilkinson, State RegulaUon of Prices in Australia, 191 7, pp. 24 ff. 
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In 1916 the War Precautions Act was passed by the Federal 
Parliament and the Federal Government annoimced the power to 
control the prices of commodities imder this act. A Price Fixing 
Commission was appointed to each state to assist and make recom- 
mendations as to prices. These, after being co-ordinated by a 
central department, formed recommendations on the basis of which 
prices were fixed through the Governor-General. 

In November, 1916, a coal miners' strike occurred throughout 
Australia, and a complete stoppage of mining operations resulted. 
A special board, consisting of a Judge of the Supreme Court, was 
appointed by the Commonwealth Government to settle the hours 
of labor, wages, and working conditions, and at the same time fix 
the selling price of coal. A decision in favor, of the striking 
employees was given by the judge, and the employers acquiesced, 
as the increased cost of mining that would result from the decision 
was to be compensated for by the board fixing the selling price 
of coal at such an increased rate that their profit was assured. 
The selling price was fixed after inquiry as to the cost of putting 
coal on the market and after making a fair allowance for 
profit. 

On August 20, 191 7, the War Precautions (Coal) Regulations* 
were promulgated which authorize the Minister of State for the 
Navy to appoint coal boards which are to regulate the supply of 
coal in the Commonwealth. Under these regulations all persons, 
firms, or companies possessing more than five tons of coal or coke 
must report the quantity and place of storage. Coal and coke 
shall not be sold or supplied to anyone for any purpose whatever 
without the written consent of the Minister for the Navy or the 
Coal Board. All stocks of coal in excess of five tons are subject 
to being turned over on written notice from the Minister or Coal 
Board to any other person, firm, or company specified in the 
notice, on payment of cost, including delivery charge, plus 10 
per cent on such cost. All electric light and gas companies are 
prohibited from supplying electric current or gas for industrial 
purposes without written consent from the Minister or Coal 
Board. 

* Australia, Statutory Rules, 19 17, No. 195. 



Digitized by 



Google 



THE WORLirS COAL SITUATION 



Vn. CANADA 



605 



The coal situation in Canada in the course of the present war 
has had many points of similarity with conditions that developed 
in the United States during the same period. Transportation 
difficulties, coal shortages, and hi^ prices in the chief centers of 
consumption developed almost parallel in both coimtries. This 
was caused largely by the close dependence of the great central 
provinces of Ontario and Quebec, the chief centers of population, 
upon the coal fields of Pennsylvania and Ohio for their coal supply. 
Notwithstanding the enormous coal resources of Canada, over 50 
per cent of her domestic consiunption is imported from the United 
States.' 

Table IV shows the imports of coal from the United States to 
Canada from 1913 to 1917. 

TABLE IV 





X013 


X914 


lOXS 


19x6 


X917 


Bituminous 

Anthracite 

Cofce 


10,743,473 

4,642,057 

723,906 

2,816,423 


7,776,415 

44,435,010 

553,046 

2,509,632 


6,474,683 

4,077,192 

637,857 

2,580,141 


9,514,552 

4,570,815 

757,116 

3,505,236 


15,537,262 
5,320,198 
1,231,86s 


Bituminous duf^t . . 







From the following figures it will be seen that the coal production 
of Canada has constantly decreased during the past five years: 
1913, 15,012,178 tons; 1914, 13,637)529 tons; 1915, 13,267,023 
tons; 1916, 14,483,39s tons; 1917, 14,015,588 tons. 

In 1916 a government investigation of the coal situation was 
made imder Order in Coimdl No. 2777,^ the results of which are 
contained in a report submitted to the Minister of Labour by 
W. F. O'Connor. 

The objects of the investigation were to discover (i) whether 
the commodity was being imduly acounulated in the hands of the 
dealer, thus producing an artificial scarcity and an enhanced price; 
(2) whether the commodity was being offered for sale and being 

« The Produclion of Coal and Coke in Canada during the Calendar Year jgid, 
Ottawa, 191 7, p. i. 

* Labour Gazette, December, 1916, p. 1848. 
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sold by dealers at a fair price; and (3) whether any combines, local 

or other, existed among dealers for the stifling of competition, by the 

fixing of a common price. 

We quote the tables of costs for anthracite coal, as published 

in the report, for Montreal and Winnipeg respectively (Tables V 

and VI).' 

TABLE V 



MONTREAL 





X913 


1914 


191S 


19x6 


Cost, f.o.b. at mines 


I3.29 
2.70 

1.50 


♦3 -a* 

4.7» 

1-65 


*3-3a 

1.70' 


»3S3 
«-73 

1.9s 


Freight 


Receiving costs, overhead and 




Total ;... 


I7.49 
8.00 


$7.69 
8.as 


»7.74 

8.2s 


$8.31 


Selline price 


8.SS 




Profit 


1 .51 


$ .56 


% SI 


% .34 





TABLE VI 

WINNIPEG 





19x3 


19x4 


191S 


Z916 


Cost, f.o.b. at mines 


I3.40 
4.40 

.80 
1.30 


13-40 
4.40 

.80 
1.40 


I3.40 
4.40 

.80 
1.50 


$3-6s 

4.40 


Freight 


Reshipping charges and loss 
through shrinkage and degra- 
dation, Port ArUiur and Fort 
William 


.85 


Overhead, fixed, and delivery 
charees 


I 65 






Total 


♦9-90 
10.75 


$10.00 
10.75 


$10.10 
10.25 


$10.55 


Selling pric^ 


II. 15 






Profit 


1 .85 


% .75 


% .15 


$ .60 







The conclusions reached in the report were: 

I. There was no evidence of undue accumulation at any time 
since the beginning of the war. Instead there was a general 
scarcity during the season of 1916-17, and at some places there 
prevailed at times almost a famine. 

» Labour Gazette^ June, 191 7, pp. 479 ff* 
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2. Generally the prices charged had been fair. High prices 
had been imposed, but these were necessary on account of the high 
cost to the dealer. 

3. There was no evidence of any general combine, but ample 
evidence of local combines made up of nearly all the local dealers 
in practically every dty in Canada. The report states, however, 
that although such combinations were illegal their object had not 
been to enhance prices, but rather to avoid price-cutting wars and 
to stabilize prices. 

The partial failure of the railroads to meet the situation, accord- 
ing to the report, was probably the main cause of the shortage, and 
governmental action in this respect is declared to be necessary 
to insure sufficient transportation. 

GOVERNMENT CONTROL 

The abnormal conditions in the Canadian coal trade which 
develop)ed during the winter of 19 16-17 fijaaUy resulted in govern- 
ment control. By the Order in Cbimdl of Jtily 12, 1917, C. A. 
Magrath was appointed Fuel Controller for Canada with his office 
at Ottawa. Regulations governing the importation and sale of 
coal were issued by the Fuel Controller on October 26, 19 17.' 
These regulations form the basis of all subsequent government 
action with respect to the coal industry and trade. 

The main features of these regulations are as follows: (i) Every 
importer, broker, wholesaler, or retailer of coal must procure a 
permit from the Fuel Controller for authority to do business. 
The Controller may cancel or suspend any permit in case of short 
wei^t or for other sufficient cause, as to which he is sole judge. 

(2) Maximum mine prices shall be fixed upon agreement between the 
Fuel Controller and the coal operators. In case any operator fails 
to make an agreement satisfactory to the Fuel Controller the latter 
may himself fix the maximum prices and prescribe other terms and 
conditions governing the disposal of the output of the mine. 

(3) Brokers' commissions shall not exceed 30 cents per net ton, 
while wholesale dealers shall be allowed a net margin not exceeding 
35 cents per net ton. The retailer's net margin is fixed at 50 cents 

* Canada GazeUe, Ottawa, October 31, 1917. 
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per net ton. Both wholesalers and retaOers shall be allowed a 
reasonable charge for handling, overhead expenses, and fixed charges. 
(4) The maximum price at which any size and grade of coal may be 
sold by a wholesale or a retail dealer during the first half of each 
month shall be the average delivered cost price to that dealer 
for the same grade and size of coal on hand on the first day of that 
month, plus a reasonable proportion of the cost of handling, over- 
head expense, and fixed charge plus the maximum wholesaler's 
or retailer's net margin. For the second half of the month the 
maximum price shall be based upon the average cost of coal on 
hand on the sixteenth day of the month. (5) Coal sales to con- 
sumers, with certain exceptions (railways, munition plants, asylums, 
hospitals) shall be limited to a two months' supply dining the period 
from September i to April i. (6) In case of emergency the Fuel 
Controller is authorized to requisition certain quantities of coal. 
(7) The Fuel Controller shall have access to all records of producers, 
dealers, and importers, and is to be supplied by them with all 
information required by him. 

Further regulations, issued by the Fuel Controller on March 15, 
1918,' provide that the government of each of the provinces of 
Canada may appoint a Provincial Fuel Administrator or Board 
of Administrators and such central provincial organization as 
may be deemed necessary. The duties of Fuel Administrators 
shall be: 

a) To supervise the distribution of all coal and fuel. 

b) To develop the demand for and supply of wood and other 
coal substitutes to the greatest possible extent. 

c) To promote and administer any organization prescribed by 
the Fuel Controller. 

d) To gather and compile statistics dealing with the production 
and consmnption of fuel of aU kinds within the province. 

e) To promote the greatest development of any coal areas 
available within the province. 

/) Generally to assist and advise the Fuel Controller. 
The regulations further provide that the Coimcil of any 
municipality may appoint a Local Fuel Commissioner or Board of 
' The Canada GazeUe^ Ottawa, March 21, 1918. 



Digitized by 



Google 



THE WORLD'S COAL SITUATION 609 

Commissioners whose duties shall be to co-ordinate the work of 
fuel dealers in apportioning and delivering coal during any period 
of fuel scarcity, and to institute when necessary a system of 
controlling retail coal deliveries. 

Vm. LATIN AMERICA 

All of the Latin-American coimtries depend upon oversea 
countries for their coal supply. Very Uttie coal is produced in 
South and Central America. There are small coal fields in Chile 
with a limited annual production which is not sufficient to supply 
that country's domestic consumption.' Coal seams discovered in 
Bolivia, Colombia, Ecuador, and Brazil have not been exploited 
as yet on a large scale. 

In the past most of the coal imported into South and Central 
American coimtries came from Great Britain, and constituted one 
of the most lucrative elements of that coimtry's foreign trade. 
Coal of excellent quality, superior shipping facilities, low freight 
rates, and a powerful and well-organized business organization 
domiciled in all the leading ports of Latin America have contrib- 
uted to establish Great Britain firmly as the leading coal supplier 
of Central and South America. 

During the present war British coal exports to South Atlantic 
ports have been greatiy reduced. On the other hand, coal ship- 
ments from the United States have increased in tonnage and a 
promising beginning has been made of what may in course of time 
develop into a good export market for American coal. Table VII 
illustrates the exports of coal in tons from the United States to some 
of the leading Latin-American coimtries. 

The reduced receipts of coal shipments from oversea countries 
have caused a serious coal shortage to develop throughout Latin- 
American -coimtries which threatens the carrying on of the industrial 
activities and seriously discomforts private persons. 

In 1914 Argentine's imports of coal were 3,421,517 tons; in 
1915 they amounted to 2,543,887 tons, or nearly a million tons less; 
and in 1916 and 1917 they were reduced still more. In order to 

* South American Journal^ December 25, 1915. 
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relieve the increasing fuel shortage, the government made an 
inventory of coal stocks and has urged the use of quebracho wood, 
peat, lignite, and oil for fuel purposes. In view of the fact that the 
stock of coal in the country is insufficient for national requirements, 
the government issued a decree putting into force again Law 9482 
allowing merchant steamers leaving Argentine ports for oversea 
destinations to take away only as much coal as is needed to reach 
their first port of call in South America.' Freight rates have also 
been a very troublesome factor in the coal situation. British coal, 
when obtainable, costs less in freight than American coal. 

TABLE vn 



X913 



19x6 



1917 



Argentine. . 

Brazil 

Chile 

Colombia. . 

Cuba 

Ecuador. . . 
Guatemala. 
Honduras. . 



70,048 
279,933 



1,275,538 



JPeru 

Uruguay. 



489,761 
16,858 



928,905 

785,381 

260,468 

10,165 

1,333,961 

22,609 

12,950 

12,768 

57,830 

425,133 

63,510 

153,177 



329,535 

687,372 

399,466 

11,906 

1,385,126 

16,025 

1,010 

10,648 

71,330 

620,838 

46,768 

60,410 



The coal shortage in Argentine and Brazil has caused the railway 
companies of those countries to substitute fuel oil, which is imported 
from Mexico, on their locomotives. In Brazil the government has 
recently made large loans to railway and coal-mining companies 
in order to stimtilate the development of that coimtry's coal 
resources.* In order to control the available coal supplies better 
than heretofore, a government Coal Supply Board was recently 
created.^ This Board, which has its main office at Rio de Janeiro, 
is composed of a representative of each of the ministries of Finance, 
Public Works, and Marine, and is authorized to appoint repre- 

> Review of the River Plaia, March 30, 19x7. 

• Commerce Reports, 1918, p. 729. 

* Diario Official, February 8, 1918. 
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sentatives in dififerent cities of the country. The Board is charged 
with the direct purchase in foreign markets of as much coal as is 
permitted to be exported and of all the national coal which, with 
due respect to existing contracts, it is possible to obtain. It will 
also advise the government on the requisitioning of existing stocks 
of coal, and attend to applications for coal made by the Brazilian 
navy, public utilities, navigation companies, industrial enterprises, 
and individuals. 

WnxiAM NoTZ 
Washington, D.C. 

[To be conUnued] 



Digitized by 



Google 



THE REQUISITES OF A NATIONAL FOOD POLICY 

I. THE NATURE OF THE PROBLEM 

It is a commonplace that wars require the efforts of all the people 
of the nations involved. The effective prosecution of so imusual a 
business necessitates the use of old and yoimg, of man and woman; 
of brawn and brain, of habit and nerve cell; its success is contingent 
upon an organization of the bewildering variety of tasks which make 
up the industrial life of a nation into an articulate system which 
has a single objective. The army which engages an enemy three 
thousand miles from home is the cutting edge of a vast and gigantic 
machine which ramifies unto the utmost confines of the land and 
apportions tasks to all sorts and conditions of men. To push 
to success the military program, or even to frustrate the designs of 
the enemy, the fighting force must be fed, clothed, sheltered, and 
provided with a minimum of amusement and recreation. It 
must also be supplied with a coimtless number of instruments and 
materials which the machine-technique has made essential to 
modem arms. This supply must be adequate and Continuous; 
it must be adapted to the exigencies of military strategy; its 
elements must be in proper proportion to each other. Further, the 
number of men sent to the front must be as large as can be with- 
drawn from industry and maintained there and the materials 
supplied must attain the nation's maximum. 

This industrial problem of the organization of supplies is an 
aspect of the larger problem of gfeneral strategy. The aggregate 
of supplies required, its resolution into its various component 
commodities, and the problem of securing these are all dependent 
upon the larger military purpose. Yet at first blush the problem 
seems simple. One's experience in business, large or small, tells 
him that money is the indispensable means to the goods he craves. 
If he possess it, he can have even imto abimdance; if he has it not, 
he must go empty and void. By analogy he concludes that money 
will of itself enable the government to supply its many and varied 

612 
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wants and he tucks the enigmas of supply away within the con- 
fines of the perplexing problem of war finance. But further con- 
sideration shows that money is not the thing which is needed; 
that, since even to the wise the way of expenditure may be the 
road to folly, it is at best a very imcertain means to an end. More- 
over it shows that in at least two very important respects the 
nation's needs are unlike yours or mine: first, it requires goods 
in imprecedentedly large quantities, and secondly, it demands 
many goods which the market does not supply. It asks of the 
industrial system what it has not been in the habit of furnishing. 

But, in spite of the volume and novelty of the demand, many 
think that by ordinary purchase supplies can be obtained. They 
know that supplies of goods are constantly being increased to meet 
new demands; they know that new products are constantly being 
offered when the market is ready for them; they know that these 
things happen without collective thought on the part of society 
or collusion by the officers of the state. So they conclude that by 
bidding high enough the government can persuade private enter- 
prisers to turn out the goods which it requires. Perhaps eventually 
the requisite supplies might be obtained in this way. But it is a 
way beset not only with difficulties but with national peril. It 
involves an imnecessarily high expense, for very high prices are 
required to tempt men to tie up their capital in enterprises when a 
sudden termination of the war may render much property obsoles- 
cent. Besides, there is no calculated profit to determine how high 
a governmental department can bid for commodities, and experience 
testifies that prices go to imusual heights, driven by the competition 
between various departments of the government for a supply of 
mobile labor and materials smaller than their total demands. 
Even more important, much valuable time will be lost before 
the rate of production can properly be synchronized with the 
military program and the several volumes of the complementary 
goods necessary to it can be properly adjusted to each other. Since 
time and economy are of the essence of victory, it is unwise to leave 
the problem to the caprice of the price-system. Instead a care- 
fully devised program with a clearly defined end seems imperative. 
This program must aim at a readjustment of an industrial system 
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which has grown up to meet the needs and whims of a people at 
peace with the world to the newer demands imposed by war. 
It must transform an industrial system which involves the materials, 
processes, and aims of economic life and stretches away from 
the production of the most elementary of raw materials at 
one extreme to the habits and fancies of the people at the 
other. 

The food problem has its place as a part of this larger program of 
adjusting the industrial system to the demands of war. In the 
various aspects of its readjustment of consxmiption, production, 
and distribution of food, it affects profoimdly the interests and the 
efficiency of the people at home and the soldiers at the front. The > 
amoimt of food which must be produced depends upon the triple 
demand of the people at home, the civilian population of our allies, 
and the forces in the field. Its distribution involves nxmierous 
and baffling choices between conflicting interests. Its consxmip- 
tion requires the scrapping of the personal habits of a lifetime and 
the substitution therefor of others formed in the light of military 
necessity. The character of the program depends upon the dura- 
tion of the unusual food conditions which have come in the wake of 
war. It is complicated by the varied fortunes which four years 
of war have brought to our allies. It is affected by dominant 
tendencies imposed upon the industrial system which the signing of 
a treaty of peace cannot soon remove. Because of its intimate 
association with the larger problem of supplies and its dependence 
upon peculiar circumstance, a statement of the requisites of a food 
program must wait upon an enumeration of the antecedents to 
which it must conform. Therefore it seems best, in the pages 
which immediately follow, to consider: (i) the situation in Grermany 
with a view to the testimony which it gives upon the duration of 
the current food situation; (2) the peculiar food needs of our 
principal allies. Great Britain and France, and of the neutral 
nations of Europe; (3) the tendencies affecting the production of 
food which are accompaniments of war; and (4) the peculiar 
requirements laid upon this country. In view of these it will be 
possible to outline, not in any adequate fashion, but at least in its 
main aspects, a food policy for the current emergency. 
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n. THE FOOD SITUATION IN GERMANY 

The strength of Gennany lies in the adaptation of its industrial 
system to the exigencies of war. The adoption of the machine- 
technique made possible a large surplus above the industrial output 
of the more primitive system which it supplanted. But the 
ruling caste did not allow this to be wasted in competitive con- 
sumption or to be dissipated in increasing the several class standards 
of living. On the contrary economy and frugality were en- 
couraged among the masses to the end that the greatest possible 
nxmiber of men and the largest amount of material might be 
freed from regular industrial employment or civilian consxmiption 
for military uses. Because the whole industrial system was 
fashioned with that probability in view, little time was lost after 
the outbreak of hostilities in converting it into a gigantic, complex, 
and effective engine of war. The policy that whatever was requi- 
site for success in war should be produced at home meant that all 
the processes necessary to warfare could be carried on within the 
country. To the end of the largest possible direct participation in 
war the discipline of the German has stood his government in 
good stead, for long ago he learned the double lesson of getting the 
most out of his resources and of accepting discomfort and even less 
than a decent living without open revolt. The spirit of protest 
which hunger engenders in other people is likely in Germany hardly 
to exceed the boimds of personal discontent, for an effective 
control of schoolroom, press, and pulpit has successfully inhibited 
the organization of opinion which is a necessary antecedent to 
effective group action. 

In some respects Germany's food situation is better, in some 
respects worse, than that of the other European belligerents. It 
has the advantage of not losing sight of the ideal of agricultural 
self-sufficiency in the four decades immediately preceding the war 
and of quickly giving its attention to the serious defects in the 
organization of food revealed in the earlier months of the war. 
Evidence of attention to this problem is revealed in the statistics 
of agricultural progress between 1887 and 1913. During this 
period population increased from 48,000,000 to 66,000,000, or 
38 per cent. Yet from 1887 to 191 2 the supply of vegetable foods 
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increased even more rapidly. The production of rye increased 
from 5,867,800 to 11,012,861 tons, or 97 per cent;' of wheat 
from 2,585,200 to 3,962,390 tons, or 54 per cent; of potatoes 
from 25,459,200 to 44,220,200 tons, or 72 per cent; of sugar from 
991,000 to 2,590,000 tons, or 251 per cent, and of other food 
articles from 44 to 114 per cent.' At the beginning of the war 
Germany was producing nearly all the grain, potatoes, and sugar 
consmned in the country. In respect to meats the situation was by 
no means so favorable, only one-fourth of the beef, one-tenth of 
the pK)rk, and one-twentieth of the mutton consumed being of 
domestic production. We have little direct evidence upon the 
increase of production — or more likely the decrease — since the 
beginning of the war, though there is an abundance of indirect 
evidence of all degrees of reputability. This indicates that despite 
the use of the labor of prisoners and an attempt to use food re- 
sources to produce only commodities of the highest food value 
conditions have been fluctuating from bad to worse, but with a 
steady drift toward worse. The best evidence seems to indicate 
that Germany has at best only about 70 per cent of the vegetable 
food and certainly not more than 40 per cent of the animal food 

' To guard against inaccuracies due to the yield of unusual years the comparisons 
in the text are based upon an average of a number of years at the beginning and at the 
end of the period. The averages are for three, four, or five years, depending upon the 
length of time necessary to secure a fair statement for each of the crops considered. 
Because of this the percentages of increase stated in the text are lower than they would 
be had the first and last years been normal years and had it been possible to base con- 
clusions upon a comparison of them. The use of a period of years applies also to all 
the other figures of agricultural production given in the text. 

' It is impossible in the space available here to give a list of all the materials used 
and authorities consulted in the production of this article. The literature upon the 
subject of the food* problem is voluminous. At present nearly seven hundred books, 
pamphlets, and magazine articles are available, and the number of titles is rapidly 
increasing. The great mass of this literature b, of course, worthless, and much of the 
important material is presented in books or articles which do not purport to deal 
directly with the food problem. A large part of the material actually used is listed 
in a select bibliography of the food problem prepared by the writer and published as a 
bulletin by the United States Food Administration. The reader who b looking for a 
statement of authorities is referred to that. The articles and statistical tables referred 
to there, however, contain only the figures upon which are based the calculations which 
give the figures used in the text, e.g., the statistics of annual production and con- 
sumption, from which the averages presented above have been calculated. 
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regarded as necessary in time of peace. This shortage is important, 
however, more as evidence of the large part of the popidation 
below the subsistence line than of the success of a policy of attrition 
in bringing Germany to terms. 

But other conditions are affecting the food situation for better 
or for worse. Germany has never been completely cut off from 
foreign sources of supply. In the earlier years of the war the 
Roimianian surplus was available for German use, and there is at 
least the possibility that next year, if not this year, Roumanian 
wheat will again find its way into Germany. Frequently it has 
happened that the campaigns in the east or south which Germany 
has undertaken in the autunm have resulted in the capture of 
food supplies. Thus last autunm the seizure of a large supply of 
wheat in northern Italy was perhaps not altogether an accident. 
Besides, as we now know, the blockade of Germany has been by no 
means a success, and a great deal of food has poured in through 
neutral countries. And last, the extension of the German military 
lines has added to the country much fertile land. Some of this has 
already been put under cultivation. The greatest promise is the 
lands in the East which have either been annexed or have been 
made accessible by the collapse of Russia. The consensus of 
opinion among those who know the economic East seems to be 
that these lands will be of little avail this year. Whether they can 
be made to furnish a large food supply in 1919 or later depends 
largely upon the ability of the Grerman government to organize the 
country for the furtherance of its own purposes. 

On the whole the outstanding features of the German situation, 
so far as they affect the food problem, are two in number. The 
first is that, in view of German discipline, there is little to exp)ect 
from a policy of attrition. The policy of the Allies may force an 
ever larger part of the population beyond the minimum necessary 
to keep health in the body for physical toil, but it is not likely to 
starve the population into surrender. If the war becomes an 
involuntary hunger strike, Germany's powers of endurance are 
likely to exceed those of any Western nation. The German armies 
may be kept back, the German government may be driven into 
bankruptcy, the German morale may be broken, a victory over 
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German anns may be achieved, but it is safe to say that economic 
inability to fight is not likely to be a cause of Gennan defeat. So 
long as the losses in men do not greatly exceed the nimibers added 
to the anny by incoming classes, and so long as the industrial S3rstem 
is arranged to supply a large number of men for fighting and mate- 
rials for them to fight with, the German government may, if it wills, 
keep up the struggle. The second important fact is that no matter 
how soon peace arrives a serious food problem will remain in Ger- 
many for some years to come. The production is low and dis- 
organized, the personnel on the farms is far below normal, both in 
nimibers and in ability, and for many groups the standards have 
been driven far below what is necessary for efficiency. Both of 
these facts point to the necessity of a food program which looks 
farther ahead than a few months — one that looks even to the 
problems of the production and distribution of food a decade 
after peace. 

m. THE FOOD PROBLEM IN ALLIED AND NEUTRAL COUNTRIES 

At the beginning of the war France was, as it had been for some 
time, a country of small farms. No less than 45 per cent of the 
population belonged to the agricultural class. On the eve of the 
present conflict it was consimdng 379,000,000 bushels of wheat, 
51,000,000 bushels of rye, 54,000,000 bushels of barley, and 314,- 
000,000 bushels of oats annually. Of these totals 55,000,000 
bushels of wheat, 3,000,000 bushels of rye, and 6,500,000 bushels 
of barley were imported. These and similar figures show that 
the country was producing approximately 86 per cent of the cereals 
consumed. A similar calculation indicates that about 85 per cent 
of the meat supply was produced at home; but in explanation 
of this figure it needs to be said that in France the normal per capita 
consumption of meat is only 79 pounds per annum as against 113 
for Germany, 119 for Great Britain, and 171 for the United States. 

This favorable situation has been radically changed by the war. 
In the first place, Uie large percentage of the population engaged 
in agriculture has caused the draft of fighting men to make larger 
drains upon agriculture with greater decreases in efficiency than in 
any belligerent country. In the second place, nitrates for fertilizer 
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which usually come from Chile have been very hard or almost 
impossible to get. In the third place, capital has not been avail- 
able for improvements, depredation has gone forward at a very 
rapid rate, and materials which otherwise would have gone into 
farm machinery have been diverted to war uses. In the fourth 
place, a very considerable amount of fertile soil has been usurped 
for military purposes and an even larger amount has fallen into the 
hands of the Germans. 

France has of course resorted to various devices to overcome 
these tendencies to agricultural decline. The aged and the very 
young alike have been put in the fields; the labor of men back 
from the front, of prisoners, and of Chinese coolies has all been 
used; the production of certain products has been subsidized; and 
a rigid system of agricultural supervision by prefects has been 
established. But in spite of all this the supply of food has dimin- 
ished and is still diminishing. The most reliable computations 
indicate that nearly, if not fully, 40 per cent of the agricultural 
area has been lost to cultivation and that the fertility of the most 
important crop-producing sections has declined by from 20 to 
30 per cent. To grasp the significance of this one must note that 
if France were today to try to maintain its consumptive standards 
of 1913 it would have to import 60 per cent of its wheat, 48 per 
cent of its rye, 15 per cent of its barley, and 35 per cent of its oats. 
This general decrease in the cohsumption of staple commodities 
indicates the extent to which standards of consumption have 
been reduced and how dose a considerable part of the population is 
to actual starvation. Yet the most serious aspect of the situation 
is that the land and its productive equipment are deteriorating from 
month to month, and that the tendendes bringing about a decrease 
are becoming more and more pronoimced. Peace will leave 
France face to face with a serious food problem. 

Because of its peculiar industrial organization Great Britain 
is very imlike France. Economically the British Isles are but the 
center of a vast industrial system which ramifies to the comers of 
the earth. It performs a few economic functions for a large part 
of the world, and other parts of the world perform many functions 



Digitized by 



Google 



620 JOURNAL OF POLITICAL ECONOMY 

essential to the welfare, and even the lives, of the inhabitants of 
the islands. Most important for our purpose England produces 
only a very small part of its food supply. Owing no doubt to 
its gradual development of the machine-technique, the surplus 
which the machine made possible has gone in large part to 
maintain higher competitive standards of living. Before the war 
its normal consimiption per amnmi was far larger, not only in 
aggregate but per capita, than that of France or Germany. Yet 
only 3,000,000 bushels of wheat, 4,000,000 of barley, 17,000,000 
of oats, and a paltry amoimt of sugar were produced at home. The 
small participation in food production indicates clearly enough the 
necessity under which Great Britain has been placed to keep open 
at all costs the avenues of maritime commerce. It also indicates 
alike that the war has decreased very little the food supply of the 
nation by any direct effect which it has had upon production, and 
that any increase in production which might be secured by vigor- 
ous governmental action cannot afifect materially the significant 
factors in the food situation. In short the national food supply 
rests upon the double contingency of production in foreign coun- 
tries and the^ shipping available for bringing the food to British 
ports. There is no evidence to indicate that even the countries 
farthest removed from the seat of the war have escaped the scarcity 
of materials and implements and the high costs which it has forced 
upon food production. To make the statement as hopeful as pos- 
sible we may conclude that none of the countries whence comes 
the British supplies gives prospect of offering to the warring world 
a surplus above that available in 1914. 

But the crux of the problem is not in production; it is in the 
shipping situation. The tonnage available for transpK)rtation has 
been greatly diminished by three causes. The first is the diversion 
of vessels — how large only those in the secrets of the governments 
can say — to war uses. The second is the large losses through 
destruction by mines and submarines, losses familiar to every 
reader of the newspapers. The third is a loss in the number of 
journeys which a ship can take in a given time, due to circuitous 
routing to avoid submarines. An attempt has been made to meet 
the situation by prohibiting the impK)rtation of nonessential 
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commodities. But, in view of the large number of imports for 
war uses, imports xmknown to Great Britain before the war, the 
places of the nonessentials are filled without suppljdng sufficient 
accommodation to take food from the places where it is most plenti- 
ful to English ports. Whatever rosy promises ship-building may 
hold out, at this writing the combined construction in Great 
Britain and America is not yet equal to the losses caused by sub- 
marines. In view of this serious shortage relief can be found only 
by discontinuing long haiils and concentrating shipping upon 
routes connecting Great Britain with the countries dose at hand. 
Such concentration merely solves the immediate shipping prob- 
lem in terms of another problem of production. It makes the 
food supplies of South America, Australia, and India less available 
than they were, and throws an increased burden upon Canada 
and the United States. This burden becomes the heavier when it 
is realized that the war has cut off England entirely from some of 
its important sources of supply. The situation as regards all 
foods may be dearly set forth in a brief smnmary of the prind- 
pal ante-bellum sources of Great Britain's grain supply. Of the 
total of 11,204,713,700 pounds which was the normal importation 
at English ports before the war, 16.2 per cent came from Russia. 
Early in the war the dosing of the Bosphorus prevented importa- 
tions from Southern Russia where the great wheat fields lie, and 
more recently internal disorganization has stopped shipments from 
the northern part. The import of 206,563,500 poimds, or nearly 
2 per cent of the supply, from Roumanian sources has ceased, 
' while the cessation of imports from Austria, Germany, Italy, 
France, and the neutral countries adjacent has cut off another 4 or 
5 per cent of the supply. Argentina used to furnish 1,487,082,200 
pounds, or about 14 per cent of the total, and India and Australia 
smaller amoimts. The supply from Argentina can now be obtained 
only by using scarce and expensive shipping facilities, and that of 
India and Australia, because of the almost prohibitive cost of 
carriage, is beyond reach. There is little likelihood that ships will 
be available before the war is over in sufficient number to allow a 
resumption of the old routes of trade and a tapping of the old 
sources of supply. On the contrary there is every reason for 
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believing that Great Britain will have to depend upon the nearer 
sources of supply, particularly upon Canada and the United States, 
for many years after the coming of peace. 

What is true of the seriousness of the food situation in France 
and Great Britain is true, in their several degrees of the smaller 
belligerent countries, of their neutral neighbors, and even of non- 
participating nations far removed from the scene of combat. The 
great food-producing area is the northern temperate zone, the inhab- 
itants of a large part of which are engaged in the present struggle. 
The southern temperate zone is of secondary importance. The 
arctic zones produce only enough for their indigenous populations, 
and the tropics do not yet produce enough of the staples to satisfy 
their own needs. Like Great Britain these countries, even though 
they lie within the great food-producing areas, are not self-sufficient. 
Italy and Spain, despite great home production, are large importers 
of grain, and Holland, Denmark, Norway, Sweden, and Switzerland 
are quite dependent upon imports. 

It is characteristic of the war that the great dearth in the good 
things of life which the diversion of laW, materials, and land to 
other uses has caused has afflicted neutral as well as belligerent 
nations. The prices of the essential commodities are relatively 
steady the world over. A scarcity in one coimtry, due to the 
war, causes prices to rise, and the higher prices attract goods from 
other countries in which prices are lower. The movement con- 
tinues until prices in the exporting country rise enough to make 
sales abroad unprofitable. In this way coimtries which scrupu- 
lously keep the peace have to share the dearth of nations at war. 
Conditions alike among the smaller warring nations and among the 
neutrals indicate that they have their several food problems, prob- 
lems which are likely to remain acute even after peace is made. 

IV. FORCES RESPONSIBLE FOR THE FOOD PROBLEM 

It seems unnecessary to elaborate at length the abstract prin- 
ciples which explain the decrease in food production and the 
emergence of a food problem in the wake of war. Many of the 
forces responsible for the problem are dearly apparent in the presen- 
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tation of the situation in France and Great Britain given above. 
Others are familiar to any student of the nature of modem warfare. 
A few words of abstract statement must suffice. 

The first of two general groups of forces which reduce food pro- 
duction in time of war operate directly upon agriculture. Of this 
group the first and most obvious is the decrease in niunber and the 
decline in efficiency of agricultural laborers. Large niunbers are 
drafted for the army who are habituated to farming just at the 
ages at which they are most efficient. The old men, the women, 
and the children who take their places are their equals neither in 
ph}rsical efficiency nor in their knowledge of agricultural methods. 
Nor can prisoners or imported laborers, who are worked in gangs 
under supervision by a system which contains many of the devices 
of slavery and lacks the incentive to efficiency which the free laborer 
has, be depended upon to secure really satisfactory results. To this 
depletion must be added the additional host who are drawn to 
industrial occupations by the lure of high wages paid in establish- 
ments engaged in war work. This drain is likely to be very severe 
in a country which in the past has depended for an urban labor 
supply upon a stream of immigrants which is now stopped. The 
scarcity of food among agricultural laborers, the lack of medical 
attention which comes with war, and the withdrawal of the com- 
forts of peace further lowers efficiency and in turn food production. 

The second of this group of forces directly lowering food pro- 
duction is the increasing difficulty of getting the materials which 
successful farming requires. K fertilizers are imported, war 
renders them difficult or impossible to procure. If they are of 
domestic origin, they have to take their precarious chances of transit 
upon a railway system which is being reorganized to accommodate 
itself to the expeditious movement of mimitions of war. Farm 
machinery, like the soil, is constantly wearing out, and neglect and 
misuse, the inevitable accompaniments of management by amateurs, 
make the rate of obsolescence or depredation a very high one. 
New machinery to take the place of that which has been scrapped 
is at best expensive, because it is made of the very productive ele- 
ments out of which most munitions of war are made. Moreover, 
the supply of raw materials may be so limited as to allow little 
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if any of them to find their way into agricultural implements, or it 
may be that a shipping board puts them far down on the b*st of 
priorities of imports. It is also usujdly impossible for the farmer 
to pay cash for machinery, and borrowed capital is hard to obtain 
in war time, owing to the direct competition of the government 
which floats loans large enough to absorb nearly all the free 
capital. 

In the third place the high prices which follow soon after the 
declaration of war give rise to great waste. Tempted to make 
profits while the making is good, the farmer is likely to sell even the 
produce which he would ordinarily keep for seed, trusting to buy 
in the spring at a lower price. More important still is the depletion 
in herds, where the increase is slow — a depletion that may cause 
scarcity for years to come. At present the supply of animals 
needed for breeding purposes in the United States and Canada, 
as well as in most European coimtries, has been reduced almost to 
the danger-point. 

In the fourth place bare mention may be made of the huge 
quantity of land usurped by the modem battle front, the tendency 
on some fronts for the line to sway back and forth, and the destruc- 
tion not only of current crops but also of orchards that only years 
will replace. An occupation of territory by an enemy, followed 
by his withdrawal, leaves behind a trail of destruction of buildings, 
fences, machinery, and equipment, and a desolate area of gullied 
and shell-strewn earth. 

The second general group of forces reducing food production 
includes conditions which have their effect upon the whole indus- 
trial system. In the large they resolve themselves into an increase 
in the risk and uncertainty which accompanies business enterprise. 
They include capricious changes in prices, sudden changes in the 
industrial policy of the government, the inability to determine in 
advance the real effects of price control, the uncertainty about 
the duration of the war and what will follow it, and other major 
and minor forces of dissension. These are but manifestations of 
the general disarrangement which necessarily accompanies an 
adjustment of the industrial system to new conditions. The losses 
involved in adjusting men, materials, processes, and habits to new 
ends are faif ly dear to anyone who has seriously thought about the 
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problem of the relationship of industry to war. Their extent and 
natxire form a subject much too large and complex to be discussed 
here. 

In passing it is of note that this disorganization is international 
as well as national. In fact the more a nation has depended upon 
others, the more likely it is to be seriously crippled by an attempt 
to meet new conditions. This disorganization cuts down the pro- 
ductive efficiency of the peoples who are not at war. We all know 
that in general goods are produced in the localities where favorable 
conditions make costs lowest, and that through a world-wide 
division of labor nations satisfy each other's wants. It has come 
about that the countries of Western Europe have specialized in the 
production of manufactured articles and have come to depend 
upon Russia, the Near East, the French and English colonies, 
and the two Americas for their raw materials and a large part of 
their food In general, industry and business have been arranged 
upon the assxmiption that normal markets and means of conmiimi- 
cation are to remain open. By seriously crippling the conmiimica- 
tion upon which the division of labor depends the war is making 
more expensive specialization between nations. It takes away 
markets, increases the costs and makes difficult of purchase the 
materials essential to production, and robs of its effectiveness the 
contribution which the international organization of industry 
makes td the economy of production. Out of such maladjustments 
in economic organization comes a loss in economy of effort and in 
the use of resources which affect, along with the complementary 
processes of the industrial system, the sequence of acts which cul- 
minates in the production of food. 

V. THE BURDEN PLACED UPON THE UNITED STATES 

The argument above points to a serious shortage of food and a 
grave food problem which are likely to be with us imtil the end of 
the war. It gives no definite promise that this problem will be 
less acute or even that it will not be more menacing in the future. 
It points clearly to the United States as the country which must 
bear the brunt of the task of feeding the Allies. How great this 
task is and what the resources are with which it must be faced 
a brief survey of the situation will indicate. 
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As we have seen, even under peace conditions, Western Europe 
does not produce enough of the staple commodities to satisfy its 
wants. In respect to cereals France alone (unless Germany be 
included in the count) approaches self-sufficiency, and even it has 
to import the bulk of its supply of meat. To recite the list of our 
allies in the present struggle, or to name the nations which are not 
our enemies, is to present a catalogue of peoples who are seriously in 
need of subsistence. England, France, Italy, Belgium, Portugal, 
Spain, Switzerland, Denmari^, Holland, Norway, and Sweden are 
in their respective degrees in need of all the food they can get. So 
far as supervision, regulation, and skilful devices can be made to 
work, waste has been eliminated throughout Western Europe; 
yet, for all that can be produced or imported, the supply falls short 
of the barest needs. In Italy and England, for instance, the con- 
sumption of sugar has been reduced to one ounce per day for each 
person, while for months the French have had even less. To 
take wheat, which is fairly representative of the range of staple 
conmiodities, an extremely conservative estimate places the needs 
of our allies for the current year at a surplus of 470,000,000 bushels 
of wheat and 550,000,000 bushels of other cereals above domestic 
production. Of this amount Canada can possibly furnish 120,000,- 
000 bushels of wheat and 100,000,000 bushels of other cereals. For 
the remainder of the surplus the United States is the only accessible 
source of supply. 

It need barely be mentioned in passing that scarcity is inevitably 
associated with high prices. While a great many ingenious devices 
have been used to keep prices down, the efforts of European govern- 
ments have by no means been successful, and the prices which 
have official sanction are far in excess of the usual prices of peace 
times. High prices make food increasingly hard to get with increas- 
ing degrees of slirhness of the pocket-book. The result is that a 
very large part of the population, of belligerent and neutral coun- 
tries alike, are not getting enough to make them productively 
efficient and that no inconsiderable part of them are becoming an 
easy prey to disease. It is a situation of actual and pK)tential 
famine in all of Western Europe which the United States is called 
upon to face. 
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It is hard for iis to realize that the United States is much less 
favorably situated for producing a huge food surplus than it was 
thirty years ago. In the interim industrialism had made huge 
strides in the land and a great urban population has arisen to eat up 
a large part of the surplus of food produced by the farms. This 
change is indicated by a growth of the urban population in the 
twenty years from 1890 to 1910 from 22,720,223 to 42,625,383, or 
more than 80 per cent, while rural population during the same 
period increased from 40,227,491 to 49,348,883, or less than 25 per 
cent. If the same ratios have been maintained since 1910 urban 
population has now become one-half of the whole. In terms of 
food production decidedly more than one-half of our population now 
produces a very insignificant part of the food which it consumes, 
for the rural population includes all who live in towns of less than 
2,500. The significance of the change is indicated by the following 
figures of the production, export, and consiunption of typical 
food products. The comparison is between the average of the 
five-year period ending in 1895 and that ending in 1914. The 
average production of wheat per year for the former period was 
476,678,000 bushels; for the latter 697,459,000 bushels, an increase 
of 46 per cent. Between these periods domestic consumption 
increased from 310,107,000 to 588,492,000 bushels, or about 90 per 
cent, while exports decreased from 166,571,000 to 104,945,000 
bushels, or 37 per cent. The average production of com for the 
former period was 1,602,171,000 bushels; for the latter 2,752,372,- 
000 bushels, or an increase of 72 per cent. Consumption increased 
from 1,552,003,000 to 2,790,962,000 bushels, or 79 per cent, while 
exports decreased from 50,168,000 to 41,509,000 bushels, or 17 per 
cent. The figures upK)n sugar, beef, pork, and other staples lead 
to similar conclusions. The growth of industrial centers has given 
us an increasingly urban population which has been consuming a 
larger and larger part of the food surplus. 

Our primary concern, however, is with current production and 
current consiunption. Taking the leading food products we note 
that while in 191 5 the production of wheat increased to 1,025,- 
801,000 bushels, of which 332,465,000, or 37 per cent, was exported, 
the yield fell to 639,000,000 bushels in 1916, and the estimated 
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yield for 1917 is only 656,000,000 bushels. Our current normal 
consumption is about 575,000,000 bushels, leaving only about 
80,000,000 bushels of wheat to be exported, if we continue the 
prodigal waste of the days before the war. The yield of com for 
1917 is estimated at 3,248,000,000 bushels, an increase of 495,- 
628,000 bushels, or 18 per cent, over the average yield of the five 
years preceding the opening of the European war. Our crops of 
barley and rye, aggregating respectively 204,000,000 and 56,000,000 
bushels, are not of a size to add appreciably to our surplus of food 
cereals. Like the com crop, the crop of oats last year was par- 
ticularly large, aggregating 1,533,000,000 bushels. These figures 
indicate that the great increase has been in com and oats, cereals 
upon which neither we nor the Europeans have been depending 
for bread. 

A very early estimate places the winter wheat crop for the 
current season at about 600,000,000 bushels, and indicates that 
the acreage devoted to spring wheat has increased 15 per cent over 
last season. These figures, promising as they are, do not indicate 
a yield at all large enough to dispose of the problem. In inter- 
preting them it must be remembered that these figures are based 
upon acreage, and that the winter wheat crop was put in before 
the draft and the munition industries made their heaviest drain 
upon agricultural labor, and before the farms suffered from a 
dearth of machinery and capital due to a diversion of supplies to 
war industries. 

For a time after the beginning of the war the domestic produc- 
tion, or more properly the marketing, of meat increased materially. 
This is evidenced by an increase in our exports of meat (excluding 
pork) from 493,848,000 pounds, which was the average for the three 
years before the war, to 1,339,193,000 pounds for the year ending 
June 30, 1916, or about 190 per cent. But the figures lose their 
significance when we remember that before the war Western 
Europe received only a very small part of its meat from the United 
States and that the last figure is small when compared with our 
export of wheat or with the meat annually consumed at home. Yet 
there is abundant evidence from all parts of the country that stocks 
are being seriously depleted and that the dearth of breeding animals 
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will prevent so large an annual slaughter in the immediate future. 
Taken together these figures indicate the nature and magnitude of 
the problem of economy in consumption, as well as a complicated 
problem in production, which we have to face this season, and 
perhaps for some seasons to come. 

But our concern cannot stop with so short-sighted a considera- 
tion of the problem. K the war is to go beyond the present year 
we need to make our plans with that contingency in mind. K it 
stops within the year its effects upon the production of food cannot 
be immediately halted and the food problem will remain acute for 
some time to come. It is possible, of course, that without sacri- 
ficing the acreage of any crop, or interfering with the production 
of any commodity, we may increase our production of staple com- 
modities. It has been said that the application in this country 
of the technical knowledge of agriculture that is available would 
provide the world with all the food it requires. But the trouble 
is that this knowledge cannot be quickly applied. Certain factors 
oppose a direct increase in the total food output. The inertia that 
clings to traditional methods is strong upon us. Just as inability to 
break habits may lead an individual to death, so an inability to 
depart from traditions may lead a nation to defeat. The available 
labor is smaller in quantity this year and less acquainted with 
agricultural processes than that used last year. There is a pros- 
pect that an increase in the size of the army will make still further 
inroads upon agricultural labor and will leave man power seriously 
depleted. Everywhere men are leaving the farms to become 
industrial laborers in establishments which have contracts for the 
production of materials of war. Since industries turning out non- 
essentials have not been dosed, they have been supplying little of 
this extra demand, and the brunt of it is falling upon the farm 
laborers who can hardly be spared. When we note that the 
volmne of immigration which for some years hovered about 
1,000,000 per year has fallen to a paltry 300,000 we can see how 
great the demand for urban labor is. It is possible that a more 
extensive use of machinery may make up at least in part for this 
decrease in labor supply. But the capital necessary for purchasing 
machinery cannot be easily had, since the supply is limited and the 
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demands of the government are unprecedented. The increase in 
the rate of interest is causing land values to advance at a lower 
rate than food prices and this discourages investment at a high 
rate of interest. Besides, the demands upon our iron and steel 
industries for mimitions of war alone are fully as large as their 
total output under peace conditions, a fact that indicates all too 
well the scarcity and high prices of farm machinery when the 
war is once under way. 

Here, as always, we must remember that the productive ele- 
ments out of which society must fashion its goods are limited, and 
that labor, materials, and equipment can be put to one, and to only 
one, use. Except for the land itself, there will be less of all of the 
elements of agricultural production than there was before the war. 
Total product may be somewhat increased by using better methods 
and superior knowledge. But this increase cannot make up for 
the deficit due to the causes enumerated. The supply of staple 
commodities can be increased only by devoting to their production 
the resources used in the past to produce other products. 

VI. THE BASIS OF A FOOD POLICY 

The analysis of the conditions out of which springs the food 
problem makes evident the principles which must dominate its 
solution. The pages above indicate that for many years to come 
the United States must either produce or save a large surplus of the 
staple food commodities above the needs of its civilian population. 
This can be accomplished by, and only by, diverting food and the 
stuff of which it is made from ordinary peace uses into this surplus 
available for our military forces and our allies. 

The food problem, like all the great supply problems, can find 
a genuine solution only in a consciously formulated policy of 
diversion. Despite the conclusive proof which England and France 
have alike offered, that war, which is the most unusual of all busi- 
nesses, can be carried on only if its requirements are made the domi- 
nant end of the industrial process, some well-meaning individuals 
still persist in the notion that business may be carried on as usual. 
They seem to think that in addition to the large and conglomerate 
volume of the good things of life which will allow luxury as usual 
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and pleasure as usual, an additional supply can in some magical 
way be conjured up to supply the requirements of the armed forces. 
It is argued that the stimulus of war enables the productive system 
to increase its output by taking up the " slack." In support of their 
belief perhaps it can be said that there have long been, and still 
exist, abundant opportunities of increasing production by the use 
of new lands, new technique, new organization, new governmental 
supervision, and the added labor of those who once lived in idleness. 
While it must be admitted that war has taught the people of Europe 
many thing3 about efficiency which five years ago seemed beyond 
their grasp, it has given no evidence of being able to add to the 
ordinary total production materials of war which constitute fully 
a 35 per cent addition to the volimie of goods turned out.' 

All the slack in our industrial system was taken up by the 
immediate stimulus of the European war in 1914 and 1915. It 
must also be remembered that efficiency comes only with the 
adaptation of the system to its new ends and cannot become very 
manifest until this process is well under way. Our recent experi- 
ences in the production of aircraft and ships, although based upon 
sound enough business principles as applied to peace conditions, can 
be characterized as dismal industrial failures. They are evidence 
of the waste which is a persistent, perhaps an inevitable, accompani- 
ment of an enterprise into large-scale warfare by a nation of ama- 
teurs in knowledge of industrial society. The experimentation 
which is necessary to learning how to do the great tasks of war 
carries with it many such wastes. Many other wastes incident to 
the withdrawal of men and materials from industry have been 
recounted in the pages above and require no repetition here. In 
view of these conditions it seems fairly safe to say that war decreases 
rather than increases the total output of a nation. Certainly there 
is little evidence for a beUef in a rising total output in a nation in 
which the industrial system has been organized to respond to public 
demand through the agency of a scheme of prices. But even if, in 

' It is of course manifestly impossible to tell exactly the ratio bome by the aggre- 
gate of goods required for war purposes to the total of the technical product of the 
country. The estimate above is based upon a comparison of the expenditures involved 
in the annual war budget with the most reliable estimates of the value of the total 
product of American industry last year. 
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spite of losses and disorganization, production is to increase, this 
can come only after an adjustment to the new conditions is complete, 
and even then it promises at most an addition of only a small part 
to the total product of the country out of which must come the 
great supplies of a modem belligerent enterprise. 

The general surplus of supplies which a civilian population must 
produce over and above its requirements, of which the food surplus 
is a single case, can be secured only by a policy of diversion. Since 
the resources in land, capital, and labor, under a given organiza- 
tion and technique, are limited, and tend to be decreased, new 
supplies can be had only at the expense of old ones. This 
diversion of economic resources to national purposes may be 
either direct or indirect. It is direct when consimiers give up 
goods which immediately satisfy military demands, as for example 
bread which can be used to feed soldiers. It is less direct when the 
public abstains from purchasing an article which cannot be used, 
but the materials out of which it is made can be used, to produce 
a different article adapted to war uses. A case in point is that of 
automobiles, the materials of which can be converted into army 
trucks. The diversion is even more indirect when it occurs at 
an even earlier stage of the productive process, as for example 
when steel is diverted from structural uses in bridges and sky- 
scrapers to submarine destroyers. From this it is evident that at 
earlier stages of the industrial process the limited amount of labor, 
machines, and other productive resources is more fluid, and there- 
fore more easily diverted, than at the later stages. For a short 
war, to be fought upon a small scale, sufficient materials may be 
got by a diversion to war uses of goods which are intended for 
ordinary consimiption. For a longer one requiring larger opera- 
tions this source will be insufficient, and it will be necessary to go 
farther back and force unfinished goods into forms adapted to 
military ends. For a modem war of the first magnitude goods 
cannot be obtained in sufficient quantities and many goods cannot 
be got at all imless productive energy is diverted to new uses at an 
early stage of the productive process when it is still unspedalized 
and fluid. It is necessary to add that because our productive 
processes are long ones the adaptation of the industrial system as 
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a whole to the demands of war requires a carefully thought-out 
plan and no little time for its execution. 

In respect to their ability to meet the demands of war nations 
may be divided into two classes, those whose industrial systems 
have been established with the possibility of war dearly in mind 
and those which have been contrived to meet no such end. In the 
former case in time of peace standards of living are kept low, thus 
limiting the amoimt of resources used in producing goods for 
personal use and leaving a large amount capable of being put to 
war uses. Further, in devising machines, in establishing plants, in 
arranging industrial establishments into a system, the alternative 
of military use is kept always in mind. Under such an arrange- 
ment a large volimie of the materials of war can quickly be pro- 
duced with small waste in conversion to new uses. In the other 
type of nation, on the contrary, productive energy is allowed to 
be spent upon the goods which meet the uses or fancies of those 
able to purchase them. No deliberate effort is made to save 
for national exigency a large share of the limited productive 
resources by keeping standards of living down, and machines, 
industrial plants, and the economic system have not been aimed in 
their growth at a rapid and easy conversion to unwonted uses. 
Under such arrangements it is with difficulty, with great loss of 
effort, and very slowly that the industrial system can be rearranged 
to meet the new ends. 

In the present crisis our nation belongs to the second type, as 
did all of our allies at the beginning of the war; our antagonist has 
the military advantage of the first type of establishment. Further- 
more, thus far we have relied quite largely for the diversion neces- 
sary to an adequate supply of war materials upon voluntary effort, 
while the enemy has used compulsion and definite design to divert 
productive resources to predetermined ends. To solve our problem 
adequately productive materials in their earlier and more fluid 
forms must by governmental order be turned to the production of 
war materials. In this case consumption can be restricted by the 
sheer inability of consxuners to purchase the imnecessary articles 
with which they have hitherto loaded down their productive 
budgets. Failing such compulsion a rigid moral effort, directed 
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by inteUigence and not by emotion, must be relied upon for a 
reduction of our consiunption of the comforts and vanities of 
life. If by this latter means their market is taken away, producers 
will be forced to devote tJieir resources to national uses. 

Thus the diversion of productive resources to public ends 
requires of each of us a voluntary or compulsory rearrangement of 
individual and household budgets and radical changes in the habits 
of our lives. We must encourage direct diversion by reducing to a 
minimum our consimiption of articles which can be used by our 
soldiers. But it is even more important that we give up the con- 
sumption of nonessential things in order that the productive 
energy which they embody be devoted to the accomplishment of 
the purpose in hand. The amount which we are forced to give up 
or voluntarily surrender constitutes a surplus over private con- 
simiption that measures the extent of our ability to wage war. We 
are fighting a nation which continues to be willing to reduce private 
consimoLption to the barest subsistence minimxim. Unless a large 
surplus is produced we can gain no active participation in war 
and cannot hope for a victorious peace. The larger the surplus the 
shorter the war will be, and the nearer we are to victory. 

Vn. THE ESSENTIALS OF A FOOD POLICY 

The general principles sketched above for the production of 
the supplies necessary to warfare apply to the food problem. 
Their translation into terms of the latter problem is easily made 
from the foregoing argument and requires a bare mention in 
conclusion. 

First and most obvious is the obligation which the food problem 
imposes upon the consumer. Within the last year it has become 
a truism that we can all contribute to a military victory by abstain- 
ing from the over-consumption and waste of commodities like 
wheat, meat, and sugar, which without change of form can be used 
by our soldiers and our civilian allies. As yet it is not so clearly 
appreciated that many of our expenditures upon food get their 
necessity from sodal convention rather than from bodily need 
or physical or mental vigor. Before the war the consmnption of 
food, both in quantity and in the wasteful methods of its prepara- 
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tion, was aflFected quite largely by a desire to do the proper thing. 
A great saving may be effected by keeping in mind the principle 
that the selection of articles for consumption must be based upon 
their food values rather than their customary positions in the 
dietary or social budget. More recently we have been trying 
to save staple foods for war uses by substituting for them other 
foods diverted from less important uses. As an immediate neces- 
sity much can be said in favor of this policy, provided the substi- 
tutes can be made to yield the food values which inhere in them. 
But as a part of a long-time program this is of doubtful wisdom, 
since the alternative is present of using the resources embodied in 
these substitutes to turn out products more in keeping with the 
conventional standards of American culinary technique.' While 
these and similar measures may be quite proper and fit so far as they 
go, they do not afford a solution of the food problem. They are 
based upon immediate considerations, overlook the period of several 
years during which there is every probability that for the Western 
world the problem will remain a serious one, and assmne that the 
problem is limited to consumption. They constitute an attempt 
to solve the problem out of existing stocks of food. At best such 
a short-sighted policy will yield a bare minimum that will hardly 
tide the peoples of the allied countries through an emergency. 
It will not give them the supply of food which is necessary for 
health, for industrial efl&dency, and for a vigorous population in 
the next generation. 

* In this connection the reader probably recalls an order of the Food Administra- 
tion requiring the purchaser of wheat products to purchase an equal number of pounds 
of bread materials made from other grains. Even as an emergency measure this 
order has two serious shortcomings. It makes possible the purchase of all the wheat 
flour desired by those who can pay a price equal to the price of the flour plus the price 
of the substitute. Such individuals may turn the substitute to unimportant or waste- 
ful uses or may not use it at all. It also leads to a great deal of waste on the part of 
earnest housewives who are anxious to help conserve food but whose kitchen technique 
comprehends no use of these substitutes. Almost any reader can testify to the many 
cases of waste due to each of these practices. As a long-time proposition the expedi- 
ency of this rule must lie in a comparison of the waste attaching to the non-use or 
wasteful use of substitutes as compared with the smaller amount of food value pro- 
duced by given resources when directed to the production of wheat than to the pro- 
duction of these substitutes. This conflict of values can be definitely settled only by 
the dietary, the culinary, and the agricultural experts. 
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Second is the burden which the food problem imposes upon 
the producer. It is his duty to see to it that his limited resources 
are used in such a way as to turn out products of maximum food 
value in comparison with the resources which have gone into them. 
Since huge quantities of staple products are required, he must not 
give his time, the labor of his men, his fertilizers, the use of his 
invested capital, and the properties of his soil to the costly produc- 
tion of fancy vegetables and meats which are intended to tickle the 
palate of the dietary aesthete. Under present conditions a non- 
regulated price system is not a proper guide to agricultural pro- 
duction. It has the double failing of leading too many people to 
produce articles which in the previous system have commanded 
high prices, to the end that the quantities of staple commodities 
are not properly apportioned, and of allowing the production of 
articles to suit the whims of those who can a£Ford to pay. While it 
seems necessary to insure prices high enough to tempt farmers to 
produce, these prices to be effective must be carefully regulated. 
To the end of proper production the consumer can help the pro- 
ducer by refraining from buying imnecessary food products at 
prices attractive to the latter and thus tempting him to a wasteful 
use of resources. 

But the real solution of the problem calls for a positive policy 
on the part of the government. By absolute prohibition, or by a 
denial of the use of essential materials, the state must see to it that 
food resources used in the production of nonessential food com- 
modities be diverted to the production of essential commodities. 
But even more is necessary. The proper solution of the problem 
requires supplies larger than such makeshifts can offer. The 
government must see to it that where possible machinery is forth- 
coming to take the place of the labor which has gone into the army. 
It must divert capital from nonessential industrial uses to essential 
agricultural uses. And where a labor shortage threatens pro- 
duction it must see that an adequate labor supply is found. In 
resources of the soil the United States lacks nothing; the function 
of the state is to see that the auxiliary materials are forthcoming 
and that food be increased even at a sacrifice of nonessential 
industries. 
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Third is the burden which is placed upon the state to supervise 
the proper distribution of food. It must find principles for settling 
the clauns between the civilian populations of our allies, our 
armies, and the civilian population at home. In addition the 
^problem of distribution between the individuals which make up 
each of these groups is a difficult one. Fortunately only the last 
of these devolves upon those who are responsible for the national 
food policy. Even the bare outlines of the solution of these prob- 
lems of distribution would require a great deal more space than 
this article occupies, and here it must be dismissed with a word. 
Economic theory and actual practice alike attest the possibility of 
the solution of these problems by authoritative regulation, includ- 
ing price-fixing. But it is safe to say that no authoritative policy 
can hope to succeed if it be formulated in ignorance of the nature of 
the price system and of the relation of particular prices to economic 
conduct. 

Walton H. Hamilton 

Amherst College 
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COMMERCIAL BANKING AND CAPITAL FORMATION 
^ II 

I. INTRODUCTION 

It may }}e recalled that in the excerpts from standard treatises 
given in the first paper -of this series* coipnerdal banking was dis- 
cussed from four points of view. Having considered the first three 
of these in the preceding article, we may now turn our attention to 
the fourth view, namely, that commercial banking is — or should 
be — ^related to commerce rather than to industry, to the manu- 
facturing and marketing of goods rather than to the development 
of fixed capital in the form of plant and equipment. 

This view of commercial banking has found incorporation in our 
banking legislation. It was the theory underlying our national 
banking law from the beginning, and it has been given added empha- 
sis in connection with the Federal Reserve System. A large por- 
tion pf the discussion preceding the recent reorganization of our 
banking system emphasized the importance of keeping bank assets 
liquid by (largely) confining the use of bank funds to short-time 
loans to business men engaged in the producing and marketing of 
goods, loans which would be "automatically self -liquidating" in 
two or three months through the sale of goods bought with the very 
funds that had been borrowed. Loans, the proceeds of which were 
used for the creation of fixed capital, plant, and equipment, were 
to be viewed with suspicion and restrained to the smallest possible 
minimum. Similarly, under the Federal Reserve act itself the 
regulations that have been laid down with reference to rediscounts, 
etc., draw a sharp line between investment and commercial uses of 
funds, and the attempt is being made, through these regulations 
and through the development of the trade acceptance, to confine 
the activities of our commercial banks mainly to the financing of 
commodities through the various stages of raw material, partly 
finished goods, and finished products in their passage through 

' Journal of Political Economy, XXVI (May, 1918), p. 484-509. 
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the hands of producers, manufacturers, wholesalers, and retailers, 
respectively. 

It will be noted that qualifying terms have been used above, 
such as "should be," "largely," and "mainly." These qualifica- 
tions are necessary because it has long been recognized that our 
commercial banks are prone to ignore, in practice, the distinction f 
between commercial and investment business. Writers on banking 
have doubtless been inclined, because of their desire to emphasize 
the importance of commercial loans in connection with the liquidity 
of assets, to underestimate somewhat the extent to which com- 
mercial bank funds are, in practice, loaned for non-commercial uses. 
But it should not be inferred that men such as Scott and Laughlin' 
fail to realize that a very considerable amount of loaning for invest- 
ment uses has, in fact, developed.^ Despite the provision of the 
national bank act forbidding loans on real estate and despite the 
emphasis in the Federal Reserve act upon "genuine commercial 
operations," it has been quite generally recognized that a consider- 
able quantity of non-commerdal (non-liquid) loans may safely be 
made, provided the bulk of the bank's assets grow out of live com- 
mercial operations. It is usually argued, however, that a dispro- / 
portionate quantity of investment loans renders bank assets 
unliquid, endangering the ability of the banks to meet their demand 
obligations and consequently imperiling the entire credit structure. 
It is beUeved, therefore, that investment loans should be restrained 
and kept within very conservative boimds. 

The purpose of this and a succeeding paper is (i) to indicate 
the extent to which the distinction between commercial and invest- 
ment operations is ignored in actual banking practice, and (2) to 

' See quotations in previous paper, Journal of PolUical Economy, XXVI (May, 
1918), p. 492. 

* Anderson writes, after referring to Scott, that "to one accustomed to this view 
.... (the following table, showing the extent of investments by all banks) will occasion 
dismay." The Value of Money, p. 498. Scott was among the first however to point 
out specifically the various ways in which commercial banks do, in practice, extend loans J 
for investment uses. He merely believes that the practice is dangerous, a fruitful ( 
cause of inflation. (See his "Investment vs. Commercial Banking" in Proceedings 
of the Second Annual Convention of the Investment Bankers Association of America 
[1913], pp. 81-84.) NiuneroUs other writers have taken the same general stand, e.g., 
Clevelajid, Barron, Geiger, Brandeis, Laughlin, and Ingles. 
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raise the question whether this banking practice has, in the 
main, any serious consequences. Does the traditional distinction 
between commercial and investment loans serve any practical 
purpose ? Has the point of view presented in the previous para- 
graph with reference to the liquidity of bank assets any solid 
foundation ? 

n. THE MEANING OF "COMMERCIAL" LOANS 

In order to estimate what proportion of the funds of conmoiercial 
banks is devoted, in practice, to investment operations it will be 
necessary to make a preliminary analjrsis of banking terminology. 
I There has been much confusion in the use of the term " commercial " 
' as it relates to banking operations. Commercial loans are often 
regarded as synonymous with short-time loans; sometimes the 
term relates merely to credit extension devoted to the marketing 
of goods; and again ** commercial paper" is technically limited to 
that which is sold through the intermediation of brokers or com- 
mercial paper houses. These varsdng uses of the term have led to 
much confusion as to the actual nature and scope of commercial 
banking operations. 

In his recent volmne on The Value of Money B. M. Anderson 
defines commercial paper as ''all loans of a really liquid character, 
made by banks to merchants and others to pay for the purchase of 
goods in anticipation of a resale within the term of the loan which 
will enable the loan to be repaid at maturity. From this should 
be excluded, however, loans made to speculators."' As Anderson 
points out, this is not in accordance with the market or street use 
of the term, which regards that paper as "commercial" which is 
bought through commercial paper houses. It is rather the broad 

Economic conception of commercial as distinguished from indusirial 
usiness. It is on the basis of this conception of commercial paper 
that Anderson concludes that the commercial paper of all national 
and state banks and trust companies in the United States constitutes 
only 18. 2 per cent of the total credit extensions of these banks.^ A 
criticism of Anderson's analysis will serve as a convenient point of 

' Anderson, The Value of Money f p. 499. 

'Anderson, op, cU., p. 509. Anderson believes this to be too conservative a 
figure (footnote, ibid,). 
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departure for a discussion of the investment operations of the com- 
mercial banking system. 

In his analysis of commercial paper Anderson rules out manu- 
facturer's paper from the commercial class, and in doing so is of 
course not without company. Our habit in the economic fraternity 
of drawing the line between industry and commerce — ^between 
'^industrial organization" and "commercial organization" — at the; 
manufacturer is, however, untenable from the standpoint of bank-* 
ing analysis. A manufacturer regards his raw materials as quick 
or liquid assets; they are considered in the trade to be quite as 
liquid as accounts or notes receivable from wholesalers or retailers. 
If two months are required to "finish" given raw materials and sfeit-. 
them to wholesalers, why should not a loan to pay for the purchase 
of these raw materials for manufacturebe regarded as a commercial/ 
loan ? To separate manufacturer's paper from wholesaler's paper is 
in effect to argue that there is for the purpose of banking analysis a 
vital difference between the creation of a form utility and the 
creation of a time, place, or possession utility. 

The reason why manufacturer's paper should be classed as com- 
mercial may best be appreciated perhaps by a brief consideration 
of the basis on which a bank usually makes a loan to a manufacturer. 
If the financial statement of a manufacturer shows a satisfactory 
ratio of quick assets to current liabiUties, and if other factors are 
in no wise disquieting, the loan will be made. The quick assets 
are cash, raw materials, partly finished and finished goods, and 
accounts and bills receivable for goods sold. The banker expects 
to be paid from the excess of inflow over outgo of funds during the 
period of the loan. Practically all of the inflow of funds comes, in 
fact, from goods already sold to wholesalers and retailers but not 
yet paid for, and from other goods being sold from day to day, or 
which could shortly be sold in case of compulsory liquidation. The 
means of payment to the banker therefor come from the sale of ( 
goods quite as much as in the case of loans to middlemen. More- / 
over, they come from these very middlemen themselves.' This same 

*The funds for repayment do not, it is true, come from the resale of specific 
goods purchased with the proceeds of the loan, but this fact in no sense renders the 
loan a non-commercial cme. It may be added that in most cases under prevailing 
banking methods retailers are not repaid from the sale of specific goods bought in 
anticipation of such sale. See infra, p. 645. 
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analysis will obviously apply still farther back in the industrial 
process — ^with the producer of the raw materials. The "working 

{ capital" as distinguished from the fixed capital in th^ form of plant 
and equipment may, it seems to me, fairly be regarded as engaged 
in commercial business so far as the bankingl yiewp glgjfc^is concerned. 
Ten thousand dollars borrowed from a bank by a producer of raw 
materials may in three months' time convert itself into more than 
ten thousand dollars worth of raw materials that have been sold 
to a manufacturer. Nor does it matter, as one would infer from 

/Anderson,' if some or even most of the proceeds of the loan are 
paid out as wages. K the laborers to whom the wages are paid 
bring forth the raw materials and start them on the way through 
the various stages of the industrial process, the funds borrowed are 
just as dearly being put to uses which provide the means for the 
automatic payment of the loan at maturity as when the fimds are 
devoted to the purchase of goods by a retailer; and, as in the case 
of the manufacturer, the loan is, in fact, made with the knowledge 
that it will be paid from receipts from sales. 

Anderson also rules out virtually all loans to agriculture as being 

I non-commerdal, whether the funds are used for growing and har- 
vesting the crops, for fattening live stock, or for making permanent 
improvements, purchasing breed cattle, etc. To my way of think- 
ing so long as -the funds borrowed are put to uses which shortly 
result in products for sale which have a value equal to or in excess 
of the amount of the loan, we should regard such operations as com- 
merdal. It should be remembered that, as in the previous cases, 
the bank looks to the proceeds from sold goods for its payment. 
To use a common expression of the country banker, it is thus that 
the bank "sees the money coming back.'' 

It would seem that Anderson also imwarrantably narrows the 
scope of commerdal operations when he insists that loans secured 
by warehouse receipts are not commerdal loans when they repre- 
sent "advances to live stock, grain and produce traders, and specu- 
lators on the Board of Trade, at the stockyards, etc."^ He admits 
ithat such loans are liquid, but argues that they are not cpmmerdal. 

» Op, cU., p. 500. « Ibid., p. 503. 



Digitized by 



Google 



COMMERCIAL BANKING AND CAPITAL FORMATION 643 

This position is much harder to understand than that of ruling out 
manufacturer's paper, for economic science has generally regarded 
such operations as those listed above as the activities of middlemen 
engaged in the marketing or distribution process. So far as I can 
make out Anderson would, however, confine "commerce" exclu- 
sively to the activities of wholesalers and retailers, importers and 
exporters.' 

To guard against misinterpretation at this place the reader 
should bear in mind that I have not been arguing that aU short- 
time loans made to producers, manufacturers, etc., are necessarily 
self-liquidating or that many of the funds thus borrowed are not 
put to investment uses. This whole question is reserved for later 
discussion. The present pmpose is merely to show that from the 
r standpoint of banking analysis the line between commerce and 
I indxistry should be drawn, if drawn at all, between fixed or durable 
forms of capital goods, on the one hand, and circulating capital and 
consmnption goods, on the other hand. The investment process, 
it is said, is,from the very nature of the use to which the funds are 
put slowly liquidating, while purchases and sales of raw materials, 
partly finished, and finished goods, are, in the nature of things, 
quickly liquidating operations. Plant and equipment represent 
investment business, whether in retailing or manufacturing, and 
materials and stocks of goods represent commercial business, wher- 
ever found.^ 

in. THE VARIOUS TYPES OF BANK LOANS 

It will best serve the purposes of our present study if we drop 
for the moment the terms that we have been employing and shift 

' One definition of ''commerce" may of course be as good as another; but the 
test is applicability to the problem in hand. Anderson's restricted use of the term 
leads him to conclusions which are quite untenable. For instance, his fear that the 
banks of the financial centers possess so little genuine commercial paper available for 
rediscount that unless they be given power to rediscount investment paper they will 
be unable to expand credit sufficiently to meet the requirements in a period of crisis 
should be greatly weakened owing to the fact that the Federal Reserve Board does 
not limit "conmiercial paper" to loans deVoted to wholesaling and retailing, import- 
ing and exporting but draws the line between fixed capital and circulating capital in 
the way that has been suggested above. 

' Whether commercial business is all equally liquid is of course another question. 
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both our point of view and our terminology to that of the business 

world. The typical business man does not ordinarily distinguish 

n^ between the commercial and investment aspects of his business; he 

/is more likely to speak of \as fixed capital — ^plant and equipment — 

' and of his working or operating capital — ^materials, stocks of goods, 

etc. Under modem corporate conditions he borrows through or 

from various financial institutions no small proportion of both his 

fixed and working capital. Since this capital is borrowed in the 

form of money or liquid funds, the business man very naturally 

regards his capital, in the first instance, as money or its equivalent. 

To the business man, therefore, financial houses are institutions to 

which he may go when he wishes to borrow the necessary fxmds with 

which to build or operate a business. 

As our financial fabric has developed, business men have of 
\ course looked to our so-called commercial banks as the main source 
of loans for working capital. Fixed capital is in considerable 
measure borrowed directly through investment institutions; but 
nowadays business men go either directly or indirectly to the com- 
mercial banks for an enormous amoimt of fixed capital.' In order 
to xmderstand clearly the ways in which our commercial banks fur- 
nish the fxmds for fixed capital and the bearing of this upon the 
liquidity of bank assets in the modem business world it will be 
necessary to analyze briefly the various forms of loans now made by 
commercial banks. The pmpose in hand is that of showing to what 
uses the funds borrowed are devoted in practice. 

Commercial banks advance funds to the business world in four 
main ways: (a) by "unsecured'' or non-collateral loans; (6) by col- 
lateral loans; {c) by the purchase of bank acceptances; and {d) by 
investments in bonds and stocks. 

a) Unsecured or non-collateral loans. — ^The development of 

American business and banking methods since the Civil War.has 

been such that non-collateral ("commercial") loans do not always 

[ represent genuine commercial operations. For reasons which need 

not be discussed here it became a common practice in the latter part 

' It should be recalled here that the funds of investment institutions do not 
necessarily arise out of cash operations anywhere. A savings deposit by A may be a 
check on a commercial bank which grew, originally, out of a loan from a conunerdal 
bank. 
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of the nineteenth century for producers and dealers to sell goods 
on open account, with an option to the buyer of paying cash shortly 
and receiving a discount. Time drafts were ribt drawn and pre- 
sented for acceptance, and notes came to be required, in the main, 
only when the borrower's credit was doubtful or, in the case of 
extensions, when the open accounts ran to maturity and then were 
not paid. This change in commercial practice caused a correspond- 
ing change in the machinery of banking. Instead of discoxmting 
customers' notes or acceptances with a banker the business man 
who wanted to borrow presented his own unindorsed note to the 
banker. Producers of raw materials, manufacturers, jobbers, 
wholesalers, and retailers — ^all were to a greater or less extent buy- 
ing and selling on credit. No class owned all its working capital; 
each had to borrow. Some classes of business men borrowed more 
extensively from banks than others, but this does not concern us 
here. Our present consideration is that in making a loan the bank 
ceased, imder the changed credit methods, to rely for its security 
upon a specific and actually completed business transaction. 

Under the old method, if wholesaler A had in his portfolio twenty 
thousand dollars in accepted drafts or notes of retailers he could 
discoxmt each with the bank and get twenty thousand dollars less the 
discoxmt. Under the new method the bank does not directly dis- 
count the accoxmts receivable of wholesaler A or undertake their 
collection at maturity for a commission or discount.' This would 
be impracticable, because, among other reasons, the precise date of 
payment of the open account is xmcertain; advantage may be taken 
of the cash discount or the buyer may choose to wait until maturity. 
In any event the commercial bank has come in recent years to 
grant each customer a '*line of credit" of such a total as the general 
condition of his business warrants. 

The amoxmt that may safely be loaned under these conditions 
can be ascertained only from an intimate personal acquaintanceship 
with the borrower and his business or from a study of a balance 
sheet or financial statement setting forth the condition 0/ the busi- 
ness. The growing impersonality of modem business in the larger 

' There are some financial houses in the larger cities, however, that have developed 
a special business of this sort. 
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centers and the growing size and complexity of business enterprise 
has more and more necessitated the use of the balance sheet as a 
basis of credit extension. Historically it appears that it was in the 
late seventies that financial statements were first used in procuring 
/ loans, though it was not until the nineties that their use became 
common even with the larger conmierdal banks.' 
/ Under this new method of loaning the bank does not look to 
specific commercial transactions for its security, but to the quick 
assets in general. Below is a financial statement which was pre- 
sented to a large commercial bank as a basis for a loan. Its correct- 
ness had been attested by a certified public accountant. 

RESOURCES 

Manufactured merchandise $ 322,322 . 77 

Raw material 86,926.42 

Accounts and notes receivable 287,267 .64 

Cash 111,694.51 

$ 8o8,aii.34 

Real estate 207,860. 59 

Equipment 104,870.73 

Furniture, fixtures, and supplies 48,1 26 . 78 

Total $1,169,069.44 

UABIUnES 

Notes and accounts pa3rable $ 143,202 . 20 

Capital stock 400,000.00 

Profit first six months $50,666. 56 

Profit second six months 75,568.62 

Surplus 583,645.18 

Reserve fund 27,222.06 

Special reserve 15,000.00 

Total $1,169,069.44 

A large loan was in fact granted on the evidence presented by 

this balance sheet. This is not the occasion for a detailed analysis 

of a financial statement, but, in brief, the evidence of ability to 

I repay the loan is to be found in the ratio of quick assets to current 

* With the small suburban banks of our cities and with country banks generally 
the statement b of course even now not generally used. 
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liabilities. The quick assets are the first four items; they tot^ 
$808,211.34. The current liabilities are the notes and accounts 
payable, $143,202 . 20. Suppose this company applies for a loan of 
$200,000. The banker sees that the company has to meet 
$143,202 . 20 of obligations in the near future. Will it be able to 
repay in three months an additional obligation (a loan from the 
bank) of $200,000 ? The company has cash amoxmting to 
$111,694.51 and accounts and notes receivable amounting to 
$287,267.64, a total of $398,962.15, with which to meet a total 
indebtedness of $343,202.20. But in addition the company has 
manufactured merchandise and raw material valued at $409,249. 19^ 
much of which may be converted into cash within three months and 
most of which could be quickly disposed of without tremendous sac- 
rifice in the event of liquidation, $808,211.34 (total quick assets) 
—$343,202.20 (total current liabilities) « $465,009. 14, the margin 
of security possessed by the bank. There could be a substantial 
loss in the accounts and notes receivable and a heavy shrinkage in 
the value of the manufactured merchandise and the raw material 
before the security of the loan would be seriously impaired. In 
fact in the case before us the security is more than ample — a con- 
siderably larger loan than $200,000 might well be made. 

But we have neglected one important item in our analysis. 
What use was made of the $200,000 borrowed from the bank ? If 
spent in the purchase of raw materials the quick assets are increased 
by $200,000 and the margin of security is proportionally enlarged. 
Note in this case that the bank's margin of security would certainly 
be substantially larger than it would have been had it merely dis- 
counted for this manufacturer a large note receivable or an accepted 
trade draft growing out of an actually specific completed transac- 
tion, \mless this latter were buttressed by a large amount of xmat- 
tached assets. In fact I think it an open question whether the use 
of the discounted trade draft will in practice result in a soxmder 
credit extension than the present method when efficiently operated. 
This is, however, another story.' 

' It may be noted here that the better banks do not discount trade acceptances 
without reference to the proportion of quick assets to current liabilities for the busi- 
ness as a whole. In other words, they refuse to rely upon the ''specific" transaction. 
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To return to the use of this $200,000 that is borrowed from the 
bank: suppose that instead of buying raw materials the manufac- 
t turer uses it for investment purposes — ^for new plant or equipment. 
1 Does this make the loan any less liquid than when the funds are 
1 devoted to commerce? The answer should be apparent that it 
I does not\ It might be argued, however, that it would be safer as 
well as more liquid if the funds were used for raw materials rather 
. than for fixed capital. The answer is that, although such a use of 
the fxmds would result in the creation of additional quick assets, a 
larger loan could, and usually would, in consequence be made, so 
that the ultimate margin of liquid resources would remain the 
same as before.' In practice banks do not object to the use of 
fxmds borrowed on short-time paper without collateral for invest- 
ment purposes so long as the ratio of quick assets to current 
liabilities is sufficiently ample to insure the payment of the loan 
from the excess of income over outgo;* and there is no reason why 
they should.* 

Owing to the agitation in favor of genuine commercial opera- 
tions in connection with the Federal Reserve System, bankers are 
now somewhat loath to admit that they sanction the employment 
of loans made by the foregoing method for investment uses, but the 
fact that a considerable percentage of such loans does go for the 
development of fixed capital is widely known. It is of course 
impossible to say precisely what percentage of non-collateral loans 
is in fact used for the creation of fixed capital; but the writer's 
estimate based on investigations extending over a period of several 
years would be at least 20 per cent. 

' Modem businesses, as a rule, borrow pretty much to the limit imposed by their 
net resources. 

* The extent to which quick assets must exceed current liabilities for the loan to 
be safe varies widely in different lines of business. For a time many bankers followed 
a rule-of-thumb "two to one" ratio, without much variation; but of recent )rears the 
analysb has come to be more and more that of "each case on its merits." 

< Again we must of course question the efficiency of the analysis that banks make 
under this method. The writer's studies in bank management have led him to believe 
that with the big commercial banks of the cities the analysb is now very efficient. 
While the statement is not commonly used in the small town banks there is neverthe- 
less a fairly accurate knowledge of the probable excess of income over outgo during 
the period of the loan. 
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In concluding this discussion of loans without collateral it only 
remains to recall to the reader that in the process of making such 
loans the commercial banking system, through the process dis- 
cussed in the preceding paper, has done something more than 
transfer funds from lenders to borrowers; it has multiplied its cash 
resources by sixteen — created liquid fxmds to $16,000 for every 
$1,000 of actual specie in bank vaults. It is usually stated that 
this is an expansion of the circulating medium. It will serve our 
present purpose better, however, to call it an expansion of " capital,'' 
using the term in the popular business sense. This " capital, '* more- 
over, let it be repeated, is only partly "working'* or "operating" 
capital; to the extent that the funds borrowed are employed in the 
creation of plant and equipment it is "fixed" capital that has thus 
been augmented. 

b) CoUateral loans. — In imdertaking a study of collateral loans 
it will prove serviceable to consider, first, xmder what drcimistances 
collateral security is required or given. Broadly speaking, we may 
say that the theory underlying the hypothecation of collateral with 
a bank is, sometimes, that there is doubt as to the ability of the 
borrower to pay the loan promptly at maturity and, again, that the 
business of the borrower is of such a nature that no serious incon- 
venience attaches to the deposit with the bank of acceptable col- 
lateral security. Conversely, if we may retrogress for a moment, 
the theory underlying the non-collateral loan is in part that there 
is so little chance of the nonpayment of the loan at maturity that 
to require collateral is to insist upon superfluous protection, and in 
part that, owing to the nature of his business, the borrower pos- 
sesses no collateral which he could conveniently offer as security. 
The first of these reasons of course relates to the commercial use of 
the fxmds borrowed, or to an accurate appraisal of the excess of 
income over outgo during the period of the loan. But even if the 
risk of nonpayment were not negUgible, it would nevertheless 
be impossible, in many instances, for the borrower to put up col- 
lateral, for a merchant cannot deposit his wares with the bank and 
at the same time display them for the purpose of sale. He would 
need either to give the banker a chattel mortgage on his goods or 
else deposit securities of some sort which he chanced to own. The 
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chattel mortgage would require no little expense and, moreover, 
there are legal obstacles to its convenient use. As for securities the 
business man seldom owns stocks and bonds in sufficient quantity 
to serve as collateral for all the working capital which he must bor- 
row, if, indeed, what he may own is not already in use as collateral 
for borrowed fixed capital. 

Returning now to the theory of the collateral loan, it should be 
borne in mind that the risk of nonpayment at matiuity, where it 
j exists, does not necessarily reflect upon the character of the bor- 
rower; it is an indication, rather, that the use to which the funds 
borrowed are devoted is such that they do not give ordinary assur- 
ance that the loan will be paid at nuUurUy. Such loans are made 
for consumptive, investment, or speculative uses rather than for 
ordinary commercial purposes. 

It should be noted, however, that this is not always the case. 
Whenever goods are stored in warehouses we are likely to find that 
the owner hypothecates the warehouse receipt with the banker 
when he borrows working capital. This indicates neither that the 
character of the borrower is bad nor that his business is not of 
a commercial nature. Wheat, whiskey, canned goods, and cotton 
are examples of warehoused good's receipts against which are often 
used as collateral. Such transactions may or may not be of a 
speculative nature. In many instances, certainly, the reason for 
requiring collateral is that collateral is available because the 
way in which the goods are handled is such as to give rise to a 
legal instnmient adapted for use as collateral.' 

Similarly the use of bills of lading as collateral does not ncees- 

[sarily bespeak any great risk of nonpayment; and it certainly does 

not denote a non-commercial employment of funds. The bill of 

lading is necessary, first, as an evidence that the railroad has 

received goods for shipment, and its use as collateral is primarily 

due to the fact that the shipper has here a piece of documentary 

evidence of an actual commercial transaction — evidence, moreover, 

in such a form as to be conveniently turned over to the bank as 

collateral secxirity for the goods in transit. He is thus enabled to 

borrow on a narrower margin of security. It should be noted, 

' The great development of warehousing in recent years is making this form of 
loan increasingly common. 
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moreover, that loans on warehouse receipt$ and bills of lading fur- 
nish working capital. 

But we are here concerned with loans that are made for non- 
commercial purposes and with collateral in the form of stocks and 
bonds. Stocks and bonds are hypothecated with banks in order to 
/ secure funds for three main purposes: consumption, investment, and 
speculation.' Discussion of the consumptive loans may be passed 
by, for they are relatively imimportant. By investment collateral 
loans we mean loans to business men who use the funds in the 
creation of fixed capital. Collateral is in such cases required pri- 
marily in order to protect the bank in case the loan is not paid at 
maturity, to enable it to get cash through the sale of the collateral. 

The speculative collateral loans require more careful considera- 
tion. First, what does the term "speculative'' mean? Is specu- 
lative borrowing to be differentiated from conmierdal and invest- 
ment borrowing, or are the fxmds thus borrowed merely devoted to 
conunerdal or investment business, as the case may be, that is of 
an especially risky nature. From the business viewpoint do specu- 
lative loans provide working or fixed capital P It will be necessary 
to discuss in turn the several types of borrowers that are associated 
with the securities markets. 

I. Financial houses which underwrite the sale of securities bor- 
row extensively from banks. From the standpoint of the under- 
writers these borrowed fimds are working capital. They constitute 
the means whereby they finance their xmderwriting operations and 
are of course not used by the underwriters in the creation of plant 
and equipment. From this point of view it is apparent that the 
business of the underwriter is closely akin to certain phases of com- 
mercial business, such as that of the traders in grain, cotton, and 
Uve stock. But since bonds and stock are less staple and more 
speculative than crops and cattle there is a greater risk that stock- 
exchange loans cannot be promptly paid at maturity. 

From the point of view of the uses to which the funds borrowed 
by the underwriters are eventually devoted, however, we find that 
they are aiding investment operations. In advancing fui&ds to 

> Commercial borrowers, whose unsecured credit is not of the best, of course often 
borrow on collateral; but such loans need not be discussed here. 
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corporations, pending the ultimate absorption of securities, under- 
writers enable the corporations to begin operations more quickly 
than would otherwise be possible. It follows that to the extent that 
the imderwriters borrow from commercial banks the banks are, in 
final analysis, advancing through this process fimds for fixed capital 
uses. 

2. Bond houses and stockbrokers engaged in the marketing of 
investment securities hypothecate imsold holdings with commercial 
banks as security for working capital. Here we have a very close 
analogy to ordinary commercial business. Instead of stocks of 
goods the bond house and stockbroker have bonds and shares for 
sale. But since such wares are much more likely to fluctuate widely 
in value than are articles of staple consumption there is a greater 
necessity for collateral security. It must be borne in mind, however, 
that these businesses are of such nature that it is easy to put up col- 
lateral. The bonds and shares, imlike merchandise, do not have 
to be on display. As we shall presently see, it is quite possible that 
banks would assume the risks of such loans without the deposit of 
collateral were there any necessity for so doing. 

It should be observed here, again, that while the bond house and 
stockbroker borrow working capital on this collateral security the 
funds are in fact ultimately used in the development of fixed capital 
in the corporations whose securities they are marketing. 

3. There is a vast business of buying on margins in which stocks 
and bonds are used as collateral. In connection with this business 
it is important to note that the brokers temporarily borrow from 
the banks without depositing collateral. This was once generally 
done through the process of overcertification but now is done by 
"morning'' loans — ^at least so far as the national banks are con- 
cerned. The broker's customer puts up a margin of, say, 10 per 
cent with which to buy $10,000 of stock. On this $10,000 of stock 
as security the bank would loan, let us say, 80 per cent, or $8,000. 
Thus the client furnishes $1,000, the bank $8,000, and the broker 
$1,000 in the purchase of $10,000 worth of stock. But it is evident 
that the stoci cannot be hypothecated with the bank until the 
broker has it, and that he cannot gain possession of it until he has 
paid for it. The broker therefore borrows $8,000 from the bank 
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on his personal security. Under the method of overcertification he 
draws a check agamst the bank for $10,000 and the bank certifies 
it, although his balance there is only $2,000, including the margin 
advanced by the customer. With this ch^ck the broker buys the 
stock, which he then deposits as security for the loan of $8,000. 
With the ''morning" loan tlfe broker is extended a daily line of 
credit proportioned to his requirements and conditioned by the 
maintenance on his part of a satisfactory net daily balance with the 
bank. In either case it will be observed that, pending the delivery 
of the collateral, the bank has made imsecured loans. There is 
small risk in this practice, for the broker's reputation and business 
ability are examined with great care before the loan is granted. 
Such loans, moreover, are of extremely short duration. As soon 
as the stock is purchased it must be deposited as collateral, and the 
loan then becomes a secured one. But there is clearly an interval 
of time in which all such loans are without security other than the 
personal character and the unattached property of the borrower. 
It should be noted here also that when an unsecured loan is made 
to a merchant there is a large amoxmt of liquid assets to fall back 
upon in case of trouble, while in the case of brokers' loans there is 
as a rule only a meager cash balance in the bank. 

It will be observed from the foregoing anaylsis that the brokers 
borrow working capital (and they possess little that is not borrowed) 
from the commercial banks. 

Turning to a consideration of the ultimate uses to which the 
fxmds thus borrowed are devoted we find, however, a somewhat 
different situation. It is to be observed, first, that these vast 
investments in corporate seourities are largely financed by the com- 
I merdal banks. Assuming a 20 per cent margin of collateral, 80 
per cent of the fxmds devoted to margin speculation is borrowed 
from the banks. Here again the commercial banks are really fur- 
nishing fxmds for investment purposes, for from one angle we find 
that such funds represent the purchase money for securities sold for 
the purpose of raising fixed capital. The corporations which issue 
the securities are making investment uses of the fxmds thus bor- 
rowed — not of the specific fxmds, it is true, but of generalized funds, 
the ownership of which is merely being constantly shifted as the 
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securities are bought and sold in the market. Somebody, regardless 
of the shifting of ownership, is permanently out of funds which the 
corporation is using; and it is some commercial bank that is always 
furnishing the greater portion of such fxmds. 

Viewed from one angle we call such operations "speculative" 
in their nature. This is of course an acceptable appellation so far 
as the purpose of the margin trader is concerned when he makes 
his purchase. But it is to be observed that this fact in no wise 
affects the other fact that through the process of loaning on col- 
lateral the conmiercial banks advance great quantities of funds 
which are used for fixed capital. 

It should perhaps be noted in passing that the active market 
provided for such securities by this speculative trading is indis- 
pensable to a successful original sale of securities. One will buy 
securities with temporarily idle funds provided he is assured a ready 
sale at any time he may prefer to have his resources in the form of 
cash. Business men are coming more and more to make invest- 
ments in bonds for short periods of time during slack business 
seasons; while banks have of course long carried securities as tempo- 
rary investments during periods of easy money in their particular 
commimities. Because of this active market we therefore not 
only induce original investments, but we enable business men 
in general to keep at all times a much larger proportion of their 
resources profitably employed than would otherwise be |>ossible, 
and hence enable corporations to use continuously a larger total 
of borrowed fxmds than would be possible if investments were con- 
fined to those who could spare funds permanently. It is in no 
small degree owing to this flexibility in the financial structure as a 
whole that modem business can be conducted on so vast a scale. 
And it is the loaning on collateral by the commercial banks which 
makes this flexibility possible. 

In concluding this discussion of collateral loans it is to be noted 
again that the commercial banks (considered as a system) are able, 
,when making loans on collateral, to expand loans to sixteen times 
the amoimt of cash resources at their disposal, just as in the case of 
loans made on unsecured paper. Whether there are especial dan- 
gers connected with such an expansion of credit on the basis of col- 
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lateral security will be discussed in a following article, which is 
devoted specifically to the problem of liquidity. 

c) The purchase of bank acceptances. — ^Banks also extend credit 
by the purchase of acceptances of other banks. The accepting bank 
is willing to accept only if satisfied that the customer on whose be- 
half the acceptance is made will be in a position to put the bank in 
funds before the maturity of the acceptance. The analysis required 
by the accepting bank in such a case is the same as that required 
when a loan is made. Purchased acceptances, therefore, usually 
represent an extension of funds for commercial uses, though it is ' 
possible that about the same percentage of such extensions goes for 
fixed capital uses, as in the case of loans to customers. Perhaps, 
however, the fact that the acceptance business has developed at a 
time when the Federal Reserve System so strongly emphasizes the 
need of confining commercial banking to ''genuine commercial 
operations'' has resulted in more strictly h'miting the use of such 
funds for commercial purposes. 

d) Investments in bonds and stocks, — ^There remain to be 
considered the investments which banks make directly in se- 
curities. This practice has extensively developed in recent times, 
and our commercial banks now have enormous holdings of securities. 
It is confined to no particular class of banks, though perhaps 
some of the commercial banks of the great financial centers have 
most extensively entered the field of direct investment operations. 
Such banks as the National City and Guaranty Trust Company of 
New York, for instance, now hold vast amounts of securities in a 
wide range of businesses. In 1916 the securities holdings of national 
banks, including United States bonds, equaled 30 per cent of all the 
loans and discounts of national banks; exclusive of United States 
bonds they equaled to per cent. For state banks in the same year 
the percentage of investments in securities and real estate (other 
than bank premises) to loans and discoimts was !2i . 5 per cent; for 
trust companies, 46.5 per cent.' 

In the light of the foregoing analysis we may now present some 
tables which will roughly indicate the degree to which commercial 

* These figures are based on the Report of the Comptroller of Currency , 1Q16, II: 
national banks, p. 364; state banks, p. 859; trust companies, p. 885. 
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TABLE I 

Investment Business op National Banks* 

loans op commercial nature 

Unsecured by collateral (demand) $ 660,213 

Unsecured by collateral (time) 3,760,225 

Discounted acceptances 24,500 

Total unsecured by collateral $4,444,938 

Secured by merchandise, warehouse receipts, etc 
(demand) $ 223,639 

Secured by merchandise, warehouse receipts, etc 
(time) 661,338 

Total secured $ 884,977 

Total secured and unsecured $5,329,915 

Total genuine commercial loans (unsecured) equal 
$4,444,938 minus 20 per centf of $4,444,938. . . $3»SSSi9So 

LOANS or INVESTMENT NATURE 

I. Loans:X 

Secured by stocks and bonds (demand) $1,159,007 

Secured by stocks and bonds (time) 1,029,612 

Secured by real estate, mortgages, and other 
liens on realty 160,633 

Total investment loans $2,349,252 

II. InvesimefUs:^ 

United States bonds $ 731,205 

Other bonds, securities, etc 1,527,832 

Stocks (not Federal Reserve banks) 39,272 

Total investments $2,298,309 

Total loans of investment nature equal invest- 
ment loans plus 20 per centif of $4,444,938. $3,238,239 

Percentage of all loans that are of investment 

nature equals 53 . 7 

Percentage of loans plus investments that are of 

investment nature equals 64.4 

* 000 omitted from each amount. 

t This estimate that ao per cent of the non-coUateral loans are of an investment nature is derived 
from the analysis above, p. 648. 

X Data on loans taken from lUpwi of Comptrolkr 0/ Currency, iQt6, II, i6i, date of June 30. 

I Data on investments taken from Rsport ofComptrolhr ofCurrmcy, IQ16, U, 364, date ol June 30. 

Y This addition to investment loans is of course a result of the situation mentioned in note i. 
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banks in the United States extend their fxinds for investment 
uses. 

It is imi>ossible to present a detailed table for either state banks 
or trust companies because the comptroller's reports do not sub- 
divide loans and discoxmts. 

TABLE n 
Investment Business of State Banks' 
Loans and discounts i^us overdrafts: 

Commercial •i,S77,433»300 

Investment 1,829,549,334 

$3,406,982,634 
Investments. $693,287,159 

Other real estate owned 52,304,090 

Total $ 745 591,249 

Investment loans ^fi^9ySA9iZSA 

Total investment business $2,575,140,583 

Percentage of loans plus investments that are of an investment nature. .62 . i 

It is to be noted that in Table 11 it has been assumed that the 
percentage of loans that are of an investment nature is the same as 
in the case of the national banks. It is generally known, however, 
that state banks, subjected to less stringent supervision, have been 
less inclined to confine loans to genuine commercial uses than the 
national banks. The foregoing figures, therefore, are too conserva- ^ 
tive. The investment business of the state banks would probably | 
be between 65 and 70 per cent of the total credit extended. 

I am quite aware that these tables are open to question at vari- 
ous points. It may be that my estimate that 20 per cent of the un- 
secured loans goes for investment conmierdal uses is somewhat too 
high. The application of this 20 per cent deduction to the dis- 
coxmted acceptances may also be questioned (but the amount of 
acceptances at this date is not great), and it is of coiurse true that 
some of the loans made with collateral as security go for working 

* The table b for 15450 state banks. Data taken from the Report of the Comp- 
tfoUer of Currency, 1916, II, 859. 

* This is assuming that the loans of state banks show the same percentage to be 
devoted to investment as do those of the national banks, namely, 53 . 7 per cent. 
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capital rather than for fixed capital; the tables make no allowance 
for this. Exact percentages in a problem of this kind are, however, 
of little consequence. It is enough that we may safely conclude 
that around 50 per cent of all loans of national and state banks and 

TABLE m 
Investment Business 07 Trust Companies' 
Loans and discounts plus overdrafts: ' 

G>mmercial' $1,715,123,630 

Investment 1,989,244,902 

•3,704,3<J8,S32 
Investments $1,605,392,872 

Other real estate owned 82,329,934 

Total $1,687,722,806 

Investment loans 1,989,244,902 

Total investment business $3*676,967,708 

Percentage of loans plus investments that are of an investment nature. . .68. 2 

trust companies is devoted to investment uses, and that, including 
direct investments, in the neighborhood of two-thirds of all the 
credit extended by commercial banks goes for fixed rather than 
for working capital. 

IV. INVESTMENTS IN BONDS AND SECURITIES NOT A MERE 
TRANSFER OF FUNDS 

. We must now return for a moment to a consideration of direct 
investments which commercial banks make in bonds and securities. 
The significance of the commercial bank in the field of investment 
can be xmderstood only by a clear recognition that in making invest- 
ments in securities, just as in the making of loans, the commercial 
banking system is something more than an intermediary in the 
transfer of fimds from borrowers to lenders. The credit organiza- 
tion which characterizes commercial banking operates quite as much 
in the making of investments as in the making of loans, and the 

' The table is for 1,606 loan and trust companies. Data taken from the Report 
of the CompiroUer of Currency, jgi6, H, 885. 

■ This is assuming that the loans of trust companies show the same percentage 
to be devoted to investment as do those of the national banks, namely, 55 . 7 per cent. 
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development of the commerdal banking structure has thus involved 
a multiplication of cash resources by sixteen, just as in the previous 
examples given. That is to say, on the basis of a cash reserve of 
$1,000 the commercial banking system has made possible the pur- 
chase of $16,000 worth of securities. It must be emphasized that 
/ this multiplication of loanable funds has resulted from the organiza- 
I tion of the commercial banks as a whole, and that it cannot be 
perceived by studying the operations of any individual bank in 
isolation. 

In order to test the correctness of the assumption that the com- 
mercial banking system multiplies available cash resources when 
bujdng bonds it will be necessary to take some concrete cases of 
bond purchases and record the changes that occur in the balance 
sheets of commercial banks. It is of course always necessary to 
start with an individual bank and then show the changes that result 
in the accounts of banks in general. 

For simplicity we may start with a bank that has a capital of 
$100,000 and cash of $100,000. Investments in building and equip- 
ment, loans, and so forth may for simplicity be omitted. Increases 
or decreases of items on the balance sheet will be indicated by the 
+ or — sign, as the case may be. The initial statement is as 
follows: 

Cash $100,000 Capital stock. . . $100,000 

Assume now a purchase of $10,000 in bonds from A. The state- 
ment becomes: 

Resources Lial»ilities 

Cash $100,000 Capital Stock. . . $100,000 

Bonds +10,000 Deposits (A) — +10,000 

This requires explanation. First, is it a fair assumption that 
the cash will remain at $100,000 ? Yes, because the seller of the 
bonds does not usually wish to withdraw cash; he prefers a checking 
account. Hence the sale of $10,000 of bonds to the bank results 
in a deposit accoimt of $10,000. Assiune now, however, that A 
draws a check against this deposit account in favor of B; assiune 
further that B deposits the account to his credit in this very bank. 
It is apparent that the $10,000 of deposits have merely been trans- 
ferred from the accoimt of A to the account of B and that the totals 
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are unchanged. Assume now that B writies a check in favor of C, 
and that instead of depositing this check in this same bank (X) 
he deposits it in Bank Y. The result of this is that deposits have 
been reduced by $10,000 in Bank X but increased by $10,000 in 
Bank Y, thus: 



BankX 


BamkY 


Resources 




Resources 


Liabilities 


Cash... $100,000 
Bonds. . 10,000 


Capital stock. $100,000 
Deposits — io,ooo 


Due from BankX 

+$io,ooo 


DepotttS. . +$10,000 



. Bank Y has a claim against Bank X for $10,000. When this 
claim is met will not the cash in Bank X be reduced by $10,000? 
The answer is, only on condition that there are no counterbalancing 
claims of Bank X against Bank Y. In practice this would be con- 
trary to fact — ^for Bank Y is also making investments in bonds, and 
checks are being drawn against the resulting deposit accounts which 
find their way into Bank A — ^when they can be used to cancel the 
claims of Bank B. Of course in practice these counterclaims are 
the result of a variety of banking operations rather than of bond 
purchases only, but it is necessary for the sake of dear exposition 
to isolate for the moment the bond transactions. 

Assiune now that in time Bank X makes additional bond 
purchases from E, F, G, etc., amounting to a total of $1,590,000. 
The balance sheet becomes: 

Resooices Liabilities 

Cash $100,000 Ci^ital stock . . . $100,000 

Bonds 10,000 Deposits 10,000 

Bonds +1,590,000 Deposits (E, F, G, 

etc) +1,590,000 

Again, is it a fair assiunption that E, F, G, etc., will not with- 
draw cash ? It is certainly exactly as reasonable an assiunption as 
that commercial borrowers will not withdraw cash; and the assmnp- 
tion, moreover, corresponds with the facts; checks are of course used 
quite as commonly in fixed capital operations as in commercial 
business. Now, E, F, G, etc., draw checks against their respective 
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deposit accounts, and the receivers of these checks deposit them 
either in this Bank X or in Bank Y in the same city, or in Bank Z, 
etc., in other commimities. Somewhere in the banking system 
deposits remain increased by $1,590,000 as the result of the bond 
purchases of Bank X. Similar bond purchases are concurrently 
being made by commercial banks everywhere, and resulting deposit 
accounts are being created in commercial banks somewhere — 
deposit accoimts which remain permanently augmented so long as 
checks remain the prevailing means of making payment. 

In the illustrations above we have been assmning no withdrawals 
of specie. This checking system, however, is not universal, and 
cash payments therefore occasionally have to be made. It is for 
this reason that a cash reserve has to be maintained, and it is for 
this reason that, with the present organization of the commercial 
banking sjrstem, $1,600,000 is as far as a bank can go in the purchase 
of bonds (or in the making of short-time loans) on the basis of a 
reserve of $100,000, as seen in the previous paper.' The cash 
reserve of our banking system as a whole is about 6 per cent. 

The analysis which we have been making is obviously precisely 
like that which has frequently been made in exjdanation of the 
creation of deposits through the making of loans. Our anaylsis is 
correct in so far as the assumption that the seller of the bonds takes 
a checking account is correct. Granted that he does not withdraw 
cash, may he not, however, often ask for a bank draft instead of 
taking a personal checking account, and would not this put a new 
face on the problem ? Specific accounts will again aid us in ascer- 
taining the actual results. Let us assume a purchase of $10,000 of 
bonds and payment by a bank draft: 

Resouxoes Liabilitiet 

Cash $100,000 Capital stock. . . $100,000 

Bonds +10,000 

The balancing item for the bonds, +$10,000, would be either: 
Due from banks —$10,000 on the assets side, or Due to banks 
+$10,000 on the liabilities side. That is, the claims of Bank X 
against its correspondent have been reduced by $10,000, or the 

' See Journal of PoliUcal Economy, XXVI, May, 1918, pp. 497-503. 
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claims of the correspondent against Bank X have been increased 
by $10,000. Assuming that a liability ^Mue to banks'' has been 
increased by $10,000, let ns see if this shortly results in a loss of 
cash. Will Bank Y present its claim and ask for cash ? Certdnly 
^ not, as a rule, for bankers in relations between themselves are even 
less likely to require specie payments than business men in their 
relations with banks. " Cash moves only as a last resort/' So long 
as there are counterclaims arising from similar bond purchases (or 
from other operations) by the correspondent bank cash payments 
will not be required. 

But what of the seller of the bonds ? Does he not cash the bank 
draft at his own bank ? Obviously not, so long as it is more con- 
venient to deposit it and draw checks at pleasure. Suppose the 
draft is deposited with Bank Y — the correspondent being Bank Z 
in another city— Bank Y's balance sheet would show: 

Retouxces Liabilities 

Due from banks. . +Sio,ooo Deposits +Sio,ooo 

As in the previous cases the collection of this draft and the payment 
of the deposit account would involve the use of actual cash only as 
a last resort. 

There is a third way in which the seller of bonds might prefer to 
be paid, namely, by a cashier's check. This does not, however, 
change the ultimate situation. Bank X's statement would show: 

* Reaoaites Liabilitiet 

Bonds +SiO|00o Cashier's checks out- 
standing -hlioyooo 

When the cashier's check is presented to a bank somewhere it will 
usually not be cashed but will be entered as a deposit account. 
Again, all along the line cash will be paid only as a last resort. 
And in the system as a whole sixteen dollars of bonds may be 
bought for every dollar of cash reserve.' 

I say sixteen of bonds for every one of cash; but this precise 
ratio is of course unproved. The analysis in the preceding paper 

' Whether this expansion of credit has any economic results other than to raise 
the price level must be discussed at another time. 
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showed this to be the ratio of the total cash to total loans and 
investments. So long, however, as the sale of bonds to banks 
results in the creating of checking accounts that are seldom liqui- 
dated there is no apparent reason why the phenomenon should not 
be quite as true with investments as with short-time loans — 
unless, indeed, it affects the liquidity of bank assets — and hence 
the amount of reserve required. Discussion of this possibility must, 
however, be postponed for the moment. The question of liquidity 
of bank assets in connection with each of the various forms of credit 
extension will constitute the subject of the next paper in this series. 

H. G. MOULTON 
UMivERSiTy oy CmcAoo 

[To he amimued\ 
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NOTES 
WASHINGTON NOTES 

OUTCOME OF THE THIRD LIBERTY LOAN 

Final figures for the Third Liberty Loan, showing total subscriptions 
of $4,170,019,650, or an oversubscription of about 39 per cent, the total 
number of subscribers being not far from 17,000,000, represent an out- 
come that far exceeds in success anything that had been expected either 
by Treasury authorities or by observers of the banking condition of the 
country. The three successive Liberty Loans afford an interesting pro- 
gression in matters of public finance. The first, offered at 3 per cent and 
with very large provisions of exemption from taxation, appears to have 
been subscribed almost entirely by men of large income, and the subse- 
quent transfers of bonds have tended still more to concentrate the 
securities of the first loan in the hands of the wealthier class in the com- 
munity ; the second, placed at 4 per cent, was taken by about 9,500,000 
subscribers as against 4,500,000 for the first loan, and the facts would 
indicate that it was absorbed to no inconsiderable extent by people of 
moderate resources; the third loan, taken by 17,000,000 persons, seems 
to be not only far more widely distributed than either of its predecessors 
but also far more evenly absorbed — that is to say, it has been taken in 
blocks of far more nearly imiform and average size than was true of either 
the first or second loan. 

There are several conditions which have contributed to this progres- 
sive change in the distribution of the several loans. In the first place, 
as the war has advanced and an understanding of it has become more 
general there has been developed a far better understanding not only 
of the objects of the war but also of the financial problems and respon- 
sibilities involved in it, and now, for the first time, the interest of all 
classes in the community is becoming thoroughly aroused. Secondly, 
the changes in the conditions and terms upon which the loans have been 
issued have decidedly altered the character of their appeal. Finally, a 
most important feature has been found in the change in methods of taxa- 
tion which has occurred during the time the loans have been in progress. 
The present income and excess-profits taxes have necessarily absorbed a 
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very large share of the current income of persons with large means and 
investors of this class have been markedly absent diuring the period when 
the Third Liberty Loan was being placed. Perhaps the most satisfac- 
tory element in the whole situation; however, is the fact — ^which now 
appears, from informal reports, to be such — that only a comparatively 
limited degree of reliance upon banking assistance has been necessary. 
So far as the flotation of the loan has thus far gone it is apparent that 
the smaller purchasers have preferred to draw upon their accumulated 
funds or savings rather than to rely very largely upon the assistance of 
their banks. Larger subscribers have, as usual, to some extent antici- 
pated their future income for the purpose of increasing their subscriptions 
to bonds, but, partly due to the relatively less important share of the 
loan taken by these larger subscribers, such assistance has been kept to 
very moderate proportions. It is never possible to state in txsLCt terms 
the effect of a great public loan upon the banking position until time has 
elapsed sufficient to permit the permanent absorption of the bonds. 
Some careful observers believe that the next few weeks will see a certain 
increase in applications for rediscounts at Federal Reserve banks, pro- 
tected by government obligations, the proceeds to be used in enabling 
the member banks to provide for renewals or new loans necessitated by 
the wants of those who are engaged in the process of absorbing and carry- 
ing the government securities. This may or may not prove to be the 
case, but even should it be so, there is no reason at this time to believe 
that the demand thus exerted will be more than temporary or will exceed 
very moderate proportions. Unless the government's requirements 
should be increased much beyond the average figures of the past year the 
experience of the Third Liberty Loan would furnish good reason for 
believing that they could be met by the present methods of financing. 

CALL FOR NEW TAXATION 

The indicated prospect, however, is that the demands to be met 
during the coming year will be much larger than had been indicated 
during the past year. Secretary Baker's estimate that expenditures in 
connection with the placing of an adequate army in France may possibly 
nm to $15,000,000,000 has largely changed the basis of computation. 
Assuming that some $3,000,000,000 or $4,000,000,000 are obtained from 
income and excess-profits taxes, and that Liberty Loans can be success- 
fully floated in about the same proportion as during the past year (a 
total of $10,000,000,000 in round numbers), there would still remain a 
requirement of several billions to fill the gap due to the new estimates of 
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army and navy costs. As a result of this situation government officers 
are now looking to the possibilities of new taxation, but they find that 
excess-profits taxes have already been carried to the point of apparent 
maximum yield and that the taxes on the higher incomes can probably 
be increased but little from the standpoint of productiveness. 

The higher middle-class incomes are already bearing a rather heavy 
burden, so that the natural conclusion has been tentatively in favor of 
increasing the rates of the normal tax and providing for a system of con- 
sumption taxes. Proposals to this effect are now before Congress, with 
the recommendation that they shall be acted upon at the current session. 
The question raised by such a suggestion is whether or not the extension 
of the system of taxation along the lines suggested will or will not 
actually result in bringing in a larger gross income to the government, 
or whether it will not result in somewhat reducing the yield. The 
experience of the Third Liberty Loan shows that the higher income 
recipients have in part discontinued their subscriptions because of the 
increasing burden of income and excess-profits taxes. 

If the tax burden should now be carried on down into the lower 
ranges of income it would probably have the same effect upon bond sub- 
scribers in these income levels as has already been exerted in the higher 
ones. The truth is that the government is now taking, either through 
loans or taxation, practically the whole of the savings margin of the com- 
mimity, and that the only way of increasing the amount it can get is 
through increasing either the total product of industry or the amount of 
it that is saved. Some increases in productiveness may be possible, 
although they must of course contend with the steady drain of labor into 
the fighting forces. Savings can undoubtedly be kirgely increased and 
must be if greater outlay on war is to be provided for. The raising of 
funds through any other means would imply nothing more than inflation 
of credit and the raising of prices, processes neither of which would be 
of the slightest advantage to the government and would be of immen.se 
disadvantage and injury to the public. The problem of government 
financing is thus not, as was erroneously supposed by a large number of 
economists at the beginning of war, a choice between loans and taxation 
as methods of getting government revenue, but a problem of encouraging 
the development of a surplus of wealth that can be made available by 
either means for government purposes. There is grave danger that, in 
the new taxation plans, this point might be lost sight of and a mere 
theoretical preference for taxation be allowed to counterbalance a need 
for larger income. 
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THE "inflation" SITUATION 

The continued high prices and the apparent tendency of prices to 
advance to still higher levels have brought about a more active discussion 
of the theory of prices and conditions tending to raise them than has 
existed at any time within perhaps twenty4ve years. Foremost in this 
discussion is the question whether "inflation" is or is not the result 
of the operation of the Federal Reserve System, and if so in precisely 
what way. Much of the current discussion has apparently been based 
upon vague or indefinite ideas of the meaning of "inflation," but there 
is now considerable evidence that a more general consensus of opinion 
and agreement as to definitions is in sight. 

" Inflation," in the sense in which the term is now being used by the 
more careful writers on the subject, is taken to signify the increase of 
bank credits not represented by any immediate addition to current 
wealth. Thus, for example, if the government borrows by an issue of 
b<mds, such bonds being taken by the banks and payment for them made 
in the form of bank credit which is at once transferred to individuals who 
have furnished labor or supplies, it is evident that there has been a net 
addition to the purchasing power of the community not represented 
by any corresponding addition to wealth, whether of a salable or avaD- 
able form or otherwise. Here there is an " inflation " or exaggeration of, 
or addition to, the actual purchasing power of the conmiunity as com- 
pared or contrasted with the amount of goods in existence. From this 
point of view the measure of "inflation" is afforded by the total new 
holdings of bonds in banks which have become the basis for credits on 
the books of such banks, used or applied to the purchase of goods and 
services. Particularly is this true in those cases where the purchasing 
power so used takes a form which is available as " reserve " against other 
credits to be granted by the banks. Thus, for example, if the banks 
which purchased bonds in the illustration already given at once redis- 
count their own notes secured or protected by these bonds, at Federal 
Reserve banks, they thereby obtain a credit on the books of Federal 
Reserve banks which will sustain, theoretically at least, several times 
' its own amoimt in the form of credits on the books of the banks which 
have been granted the rediscount. This means that the credit so granted 
may serve several times as a mediimi of purchasing power employed in 
gaining control of goods and services. In so far as paper secured by 
govenmient bonds has been discounted on a semi-permanent or renewal 
basis, the Federal Reserve System may thus be regarded as serving as 
a means of " inflation." The same would be true of any banking system 
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which was placed in a position requiring the' conversion of long-term 
obligations into immediate means of purchase. 

Out of the same discussion has grown up a much clearer understand- 
ing, also, of the relation between loans and taxation. At the opening 
of the war there was a distinct tendency in many quarters to regard 
the effect of loans and taxation as distinctly different from one another. 
It is now apparently quite generally admitted that this is a distinction 
without a difference, and that the whole question between loans and 
taxation depends upon whether the funds furnished in either case are 
likely to be the result of saving or of bank borrowing. Taxes paid by a 
contributor from the proceeds of loans obtained by him would be an 
agency in ** inflation," whereas a government bond sold to an investor 
who purchased it from funds saved out of his current income would not 
be. This modified view of the case largely does away with the cruder 
theories expressed early in the war and based upon the view that taxa- 
tion practically always tended to keep down prices while loans in a 
similar way tended to advance them. Exi>erience is showing that there 
is no basis for any such view, and the prevailing view of the general 
problem is being modified accordingly, as just indicated. 
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The Danish West Indies under Company Rule {1671-1754). With 
a Supplementary Chapter, 1755-1917, by Waldemar Wes- 
TERGAARD, Ph.D., and an Introduction by H. Morse 
Stephens. New York: Macmillan, 1917- Pp« xxiv+359, 
$2.50. 

This volume is a substantial and scholarly contribution to our 
knowledge of the part played by commercial companies in European 
expansion as well as to the history of commerce and settlement on the 
islands of the Caribbean Sea. Liured by the mines, Spaniards neglected 
their insular possessions, with the result that almost every great European 
power ultimately gained a foothold on one or more of the West Lidia 
Islands. Though less favorable for settlement, these trq>ic isles were 
long esteemed of far more commercial value than colonies in the tem- 
perate zone. Their productions did not compete with but supple- 
mented those of the mother-coimtry, their environment was unfavorable 
for the rise of rival manufactures, and they tended to drain Eur(q)e but 
slightly of man power. Moreover, their settlement with Africans iden- 
tified West India colonization with one of the most lucrative commercial 
activities of the seventeenth and eighteenth centiuies — the slave trade. 
The European occupation of the West Indies was, in fact, but one phase 
of a three-cornered commerce involving exports from Europe to the 
Guinea Coast, cargoes of slaves thence to the West Indies, and shipments 
of sugar from the latter to Europe— altogether a powerful stimulant to 
manufacturing, shipbuilding, breeding of seamen, and naval strength. 
Such was the alluring enterprise the realities of which the colonial 
powers were seeking to demonstrate through chartered commercial 
companies. 

From the viking age Denmark had a more or less continuous interest 
in westward exploration and settlement, interrupted by the Black Death, 
but revitalized in the search for a northwest passage in the early seven- 
teenth century. It was a Dutchman, John de Willom, however, who in 
1625 proposed a Danish West India company. But wars delayed 
matters, and it was not until 1654 that a ship from Elsinore ventured to 
the West Indies. Others followed. In 1659 a Danish African company 
with factories on the Guinea Coast began the slave trade with Spanish 
America. Denmark's international relations, constantly borne in mind 
by the author, explain many vicissitudes of her colonial commerce. 
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Thus, in 1670, being an ally of England, she shared the latter's security 
from attack by Spain in the West Indies. The Danish West India 
Company, chartered in 1670 and resembling in many respects the British 
Hudson Bay Company, secured a monopoly of the trade and government 
of the unoccupied island of St. Thomas, which it settled in 167 1 with one 
hundred and sixteen indentured servants and sixty-one convicts. At 
first there was great mortality, and convicts made wretched settlers. 
Sugar canes were obtained from the English at Tortola, many Dutch 
planters came in, and the Danish African Company was absorbed by the 
West India Company, thus solving the labor problem with slavery. By 
1680 forty-six plantations were settled, the company cultivating two 
of its own. - 

In the critical years 1680-90 St. Thomas was frequented by buc- 
caneers whom Danish officials often welcomed; Captain Kidd himself 
disposed of some of his loot there in 1699. Progress toward sober trade 
and settlement was slow. In 1685 the Brandenburg Guinea Company 
and the Danish Company agreed to a joint occupancy of St. Thomas for 
thirty years. The prime interest of the Brandenburgers, already in 
possession of an African post, was to secure a West India factory acces- 
sible to the colonies of Spain, England, and France. Denmark hoped 
to obtain German settlers as well as a share in the profits of the slave 
trade. But friction ensued, the Danes on one occasion breaking into the 
German warehouses to recover rent, and, in spite of their designs on 
Crab Island, Tobago, Tortola, and St. Eustatius, few Germans settled 
in the West Indies. In 1695 the German factory at St. Thomas was 
looted by the French; in the financial depression that followed, the 
agreement with the Danes expired and the Germans wound up their 
business both in Africa and the West Indies at a considerable loss. 
Frederick William I declared the whole enterprise misdirected energy and 
capital. Even at that period there is evidence that the Germans had 
little capacity in dealing with primitive peoples. 

It was not until the administration of Governor Lorentz that St. 
Thomas entered upon a period of economic and social stability. Danish 
neutrality in the long wars ending in the Peace of Utrecht made that 
island an active center of trade for the belligerents, England, France, and 
Spain. Such in fact was the rdle played by the Danes in all colonial 
wars of the eighteenth century. In time of peace, also, when inter- 
national trade was prohibited by mercantilist regulations, the Danish 
West Indies like the Dutch served as a distributing center for an enor- 
mous amount of illicit trade. Gradually the company and, after 1754, 
the royal authority relaxed all restrictions on trade with outsiders until 
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commerce at St Thomas and St. John became entirely free in 1815, and 
that of St Croix partially in 1823 and entirely in 1833. St. John was 
first occupied in 1719 and St Croix was acquired from the French in 1733. 

From 1754 to the present, a period which the author plans to cover 
in two more volumes, a brief but valuable summary is given of such 
important matters as the prohibition of the slave trade and slavery, 
the cosmopolitanism of the islands, the liberalization of commercial 
policy, the rise and decline of St. Thomas as an enirepst, its importance 
as a coaling and naval station, the decay of si^r and the increase of 
cotton culture, the general depression of recent years, and the negotia- 
tions culminating in annexation to the United States. 

The bibliognq>hy of twenty pages is admirable. The chief deposi- 
tories of manuscripts are the Danish state archives, including the entire 
official records of the West India and Guinea companies, the company 
records kept at Copenhagen, the O^nhagen municipal archives, the 
Royal Library at Copenhagen, and the Bancroft collection at Berkeley, 
California, containing orders by governors of St. Thomas, planters' 
correspondence, and letter-books of Philq> Gardelin, Governor Moth, 
and Christian Schweder. Particularly useful manuscripts are those by 
Martfeldt, an econombt who visited the islands about 1765-68, and an 
account of the company by Manager, who for over thirty years was in 
its employ and intimately acquainted with its affairs. From printed 
sources the author has drawn especially from SchUck's Brandcptburg" 
Preussens Kolonial-PolUik. Among secondary writers H5st (1791) 
attempted the first chronological history of the Danish West Indies, 
Isert's travels to Guinea and the Caribbean (1788) are valuable for the 
slave trade, Knox's Historical AuouiU of St. Thomas (New York, 1852) 
has been practically the only available book in English, Krarup's Iversen 
(1891) and Milan (1894) are accurate and exhaustive studies of the first 
and fourth governors, and Oldendorp's history of the Moravian mission 
in the Danish West Indies (1777) is still the best account of that subject 
J. A. Friderica and Edvard Holm among modem scholars have written 
with care on the East and West India companies. 

Appendixes of sixty-four pages contain manuscript data of consider- 
able importance to the antiquarian and economic historian, including 
lists of governors, directors, and shareholders of the company, the 
company's charters of 167 1 and 1697, correspondence, and statistical 
tables on population, plantations, slave cargoes, prices of sugar and 
cotton, exports of sugar from Copenhagen, receipts and debts of the 
company, its invested capital and returns, and various phases of its 
business in sugar and cotton. 
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Altogether the work has been done with accuracy, extensive acquaint- 
ance with the sources to 1754, adequate knowledge of the European 
background, and a sensible appreciation of the significant r61e these tiny 
but strategically situated islands have played in the conunerce and, as 
neutrals, in the wars of Colonial America, and of the naval worth, as 
Admiral Mahan predicted, they are likely to possess in the future. 

In places perhaps the book would have gained in clearness and 
value had the author pursued less the method of general chronological 
narrative and had organized his data more completely according to well- 
defined subjects. An economic and social analysis of West India society 
can be accomplished, however, only after more studies of the type of 
Dr. Westergaard's enable us to make comparisons of the various national 
groups in the West Indies. When the facts of West India development 
are fully revealed and understood we shall be in a far better position to 
appreciate the economic as well as the political and diplomatic history 
of America. 

Frank W. Pitman 

Yale UNivERSiry 



The Feiishism of Liberty. By Harry Waton. New York: Marxian 
Philosophical Society, 1917. Pp. vii+ioi. 

Is not your iconoclast at bottom a devout worshiper ? A Marxian socialist 
declares liberty to be "one of the most dangerous idols worshiped by the people 
of this century/' and thereupon justifies his faith in socialism because it is in 
harmony with that tendency of the cosmic process of evolution — universal 
freedom. As the patron saint sought to destroy the fetishism of conunodities 
and humanize them, the humble follower attacks the fetishism of liberty and 
seeks to socialize it. Both are worshipers of capitalism and liberty still. 

We start with the familiar conflict between the individual or group with 
inherited anti-sodal impulses and society with its legal and customary restraints. 
The socialist outdohs Spencer here. Then comes the happy ending, where the 
individual is completely socialized and conflict is no more. This is true to 
Marxian prophecy, "We feel in a state of liberty when we can gratify our needs 
and desires." The individual is not and cannot be free until he seeks the social 
good. The tendency of social evolution is toward a state of ever-increasing 
constraint of the anti-sodal impulses of the individual. Hence, only as we seek 
the satisfaction of our social nature do we find freedom and happiness. For- 
tunately the conditions of life make for pro-sodality and individual well-being 
at the same time. 

The essay has certain faults. It abounds in contradictions, perhaps 
because terms are loosdy used; the thread of the argument does not unroll 
singly and continuously; and generalizations are not always supported by data. 
And yet there is such sound truth in its emphasis upon the true uses of liberty 
and Uie opportunity to satisfy one's social needs and desires that all else may be 
forgotten. 
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THE WORLD'S COAL SITUATION DURING THE WAR. II 

DC. THE UNITED STATES 

THE DEVELOPBCENT OP GOVERNMENT CONTROL 

The ejfifect of the European war on the coal situation in the 
United States became noticeable more generally during the latter 
part of the summer of 19 16, when a greatly increased demand by 
war industries for coal, local coal shortage, traffic congestion, and 
panic prices focused public attention upon the abnormal conditions 
which had developed in the coal trade. The gradual dislocation 
of the nation's industrial life reflected itself first in the anthracite 
trade and was followed by similar developments, only on a much 
larger scale, in the bituminous-coal industry. 

Fully a half-year before the coal situation reached a crisis 
widespread public dissatisfaction had been occasioned by price 
increases made by anthracite operators in the beginning of the year 
19 16, These price increases were attributed by the operators in 
part to increased cost of supplies, deeper mining, and the Pennsyl- 
vania workmen's compensation act and tonnage tax, but principally 
to a wage increase under the new wage agreement of May 5, 1916, 
which provided for an increase of about 7 per cent over the 1912 
rate. The view current among the public, that the increases in the 
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price of anthracite coal were unwarranted, was voiced by a resolu- 
tion of the United States Senate, the so-called Hitchcock Resolution 
of June 22, 1916. In that resolution the Federal Trade Commission 
was requested *'to investigate and report on the recent increase 
in the price of anthracite coal and on the relation between the cost 
of labor and the price of anthracite coal prior to said increase and 
at the present time." In pursuance to this resolution the Federal 
Trade Conmiission diiring the fall and winter of 1916-17 made an 
investigation of the production, distribution, and prices of anthra- 
cite coal in the principal producing and consmning centers. 

On April 30, 1917, the United States Senate adopted a further 
resolution calling upon the Federal Trade Conmiission to report 
at the earliest possible moment all information relative to the 
anthradte-coal industry, including the production and cost of 
mining anthracite coal and the disposition of the anthradte-coal 
supply during 1916 and 1917 as compared with previous years. 
After investigation the Federal Trade Commission reported to 
Congress on June 20, 1917, that the panic prices which had prevailed 
in the fall and winter of 19 16-17 were caused chiefly by local coal 
shortages in consuming markets, with resulting buying panics. 
It was shown that the actual market shortage for the entire coal 
year 1915-16 was in fact 4 per cent greater than the average anthra- 
dte supply marketed for the three preceding years. Congestion 
of railroad traffic, frequent embargoes, and a shifting of markets 
resulting from the Erie Railroad diverting to the West a large ton- 
nage normally sold in the East had seriously interfered with the 
distribution of coal and had contributed to bring about conditions 
from which a panic demand developed. 

Regarding the price of anthradte at the mines, the Commission 
found that while the so-called railroad coal companies had slightly 
increased their basic circular prices during the crisis, many inde- 
pendent operators had taken advantage of market conditions to 
charge exorbitant profits, price increases ranging from $1.00 to 
$3.00 and even $5.00 a ton. The speculative transactions of 
jobbers formed the most striking feature of the panic market. 
The majority had averaged double or treble their normal gross 
margins of profit, and some five or six times their normal margin* 
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With respect to the retail coal market, conditions differed. 
Generally speaking a number of dealers in Chicago, Massachusetts, 
and Rhode Island had increased their gross margins by as much as 
$1 .50 or $1 .75 per net ton over their normal margin. Others in 
New York City, Detroit, and Boston took less marked advantage 
of the crisis, and still others in Minneapolis, St. Paul, Milwaukee, 
and Buffalo did not unduly raise their prices. 

The Commission further found that in the case of the coal- 
operating companies whose books had been audited the increase 
in prices was not justified by the increase in cost. 

In the bituminous-coal industry developments have been some- 
what different. In a paper read at the sixth annual meeting of the 
International Railway Fuel Association at Chicago in May, 19 14, 
Mr. C. G. Hall in discussing the conditions prevailing at that time 
said: 

The deplorable condition of the bituminous-coal industry has been em;^- 
sized by the coal operators in all conventions and meetings in which they have 
participated during the past eighteen months. Remedies have been proposed, 
discussed, and abandoned as impracticable or unlawful. It has even been 
proposed in conventions of national scope that Congr^s be petitioned for an 
appropriation to put the bituminous-coal industry on its feet financially. The 
physical producing capacity of the bituminous mines of this country is far in 
excess of the amount of coal consumed. 

Conditions like those described in the foregoing prompted the 
House of Representatives to pass the so-called Rainey Resolution 
on August 18, 1916.' This resolution, after calling attention to 
alleged unfair methods of competition, the unsound financial 
condition, wasteful mining methods, and unsatisfactory labor 
situation, directed the Federal Trade Commission to investigate 
the bitimiinous-coal iiidustry immediately. On May 19, 1917, the 
Federal Trade Commission reported' to the House of Represent- 
atives that in its opinion the coal industry was being paralyzed by 
the failiire of transportation, which curtailed production and gave 
rise to a wildly fluctuating market in which speculation fed upon 
panic. The Conmiissien recommended in substance (i) that the 

' H. R. 352, Sixty-fourth Congress, First Session. 

' Report of the Federal Trade Commission on Anthracite and Bituminous Coal, 
1917, p. 18. 
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production and distribution of coal and coke be conducted through 
a pool in the hands of a government agency; that the producers 
of various grades of fuel be paid their full cost of production plus 
a uniform profit per ton; (2) that the transportation agencies of 
the United States, both rail and water, be similarly pooled and 
operated on government account under the direction of the president 
and that all such means of transportation be operated as a unit. 

But during the course of the investigation the bituminous-coal 
situation changed completely, and conditions developed in the 
anthracite industry very similar to those outlined above. Prices 
had reached unprecedented levels; traffic congestion, demurrage 
abuses, numerous embargoes, and priority-shipment orders made 
the situation worse. Complaints increased that agreements to 
deliver coal at contract prices were broken, many shippers selling 
their coal in the open market for as much as the market would stand. 

In the anthracite trade conditions were at this time somewhat 
better, due to the fact that the Federal Trade Commission was 
exercising a certain degree of supervision over prices by publishing 
bulletins from time to time on anthradte-coal prices at the mines, 
gross margins of retailers, and anthracite market conditions gener- 
ally.' By publicity of this kind and with the aid of sheer force of 
public opinion, which was becoming thoroughly aroused, anthracite 
prices on the whole remained stabilized. 

In order to stabilize bituminous-coal prices, which were run- 
ning wild, Mr. F. S. Peabody, who, in April, 1917, was appointed 
chairman of the Committee on Coal Production of the Council of 
National Defense, called a conference of bituminous-coal operators 
east of the Mississippi to meet a^ Washington on June 28, 1917. 
At this conference, which was attended by from 350 to 400 coal 
operators, also Secretary of the Interior Lane^ and Commissioner 
Fort of the Federal Trade Conunission, a voluntary agreement 
was made to abide by certain maximum prices for coal sold at the 
mines. The prices agreed upon were to become effective July i, 
1917. The maximum jobber's commission was fixed at 25 cents 
per net ton. 

* See IfUerim Report of ike Federal Trade Commissum to the SenaU of the United 
States on Anthracite Prices, May 4, 191 7. 
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While the prices agreed upon at this conference, the so-called 
"Peabody-Lane prices," represented substantial reductions as 
compared with the range of prices quoted in the open market at 
that time, public opinion generally seemed to take the view that 
they were too high. Besides, complaints soon began to increase 
that many operators failed to abide by the agreement, and the 
Committee on Coal Production began to make public lists of such 
violators. Finally, Secretary of War Baker, of the Council of 
National Defense, issued a statement disapproving of these prices,' 
and the agreement was presently disregarded altogether. 

In the meantime Congress had taken the national coal situation 
under consideration^ and passed the so-called Lever Act ("An Act 
to provide further for jthe national security and defense by encourag- 
ing the production, conserving the supply, and controlling the 
distribution of food products and fuel"), which was approved on 
August 10, 1917.^ The act provided in substance as follows: 

The President of the United States shall be empowered, whenever in his 
judgment necessary for the efficient prosecution of the war, to fix the price of 
coal and coke, wherever and whenever sold, either by producer or dealer, to 
establish rules for the regulation of and to regulate the method of production, 
sale, shipment, distribution, apportionment, or storage thereof among dealers 
and consumers, domestic or foreign; said authority may be exercised by him 
iQ each case through the agency of the Federal Trade Commission during the 
war or for such part of said time as in his judgment may be necessary. 

In case a producer or dealer fails to conform to such prices or 
regulations or to conduct his business efficiently under the regula- 
tions or in a manner prejudicial to the public interest, the President 
is authorized to requisition the plant and business and operate the 
same through such agency as he may direct, the owner being paid 
a just compensation. If in the opinion of the President it shall be 
necessary, he is authorized to require coal producers to sell their 
products only to the United States through an agency to be 

' Hearings before the Subcommittee of the Committee on Manufactures, United 
States Senate, p. 450. 

' Hearings before the Conmiittee on Interstate Commerce, United States Senate,. 
Sixty-fifth Congress, first Session, June 22-26, 191 7, Parts I and II. 

« Public Act No. 41, Sixty-fifth Congress. 
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designated by him, such agency to regulate the methods of produc- 
tion, shipment, distribution, apportionment, or storage among deal- 
ers and consumers, and to make pa3rment of the purchase price to 
the producers. The Federal Trade Commission was instructed to 
determine the reasonableness of profits and cost of production 
necessary to establish the purchase price. 

With regard to the fixing of maximum prices for coal and coke 
section 25 provides that the Federal Trade Commission is to make 
inquiry into the cost of production and shall have access at all times 
to the books and records of all mine operators or other persons where 
coal and coke may become subject to this section. The Commission 
shall fix and publish maximum prices for both producers and dealers, 
allowing the cost of production, including the expense of operation, 
maintenance, depreciation, and depletion, and adding thereto a 
just and reasonable profit. The maximum prices so fixed shall 
not be construed as invalidating any contract in which prices 
are fixed, made in good faith, prior to the establishment of 
maximum prices. 

A penalty clause provides for a fine not to exceed $5,000, or 
imprisonment for not more than two years, or both, in case of con- 
viction for violation of this law. 

The passage of the Lever law by Congress marked an important 
turning-point in the coal situation of the United States. With the 
enactment of that law federal regulation of the coal industry for 
the period of the war was initiated, and on August 23, 1917, the 
President appointed Harry A. Garfield, president of Williams Col- 
lege, United States Fuel Administrator. Dr. Garfield inunediately 
organized the United States Fuel Administration, with headquarters 
at Washington, D.C., and appointed state fuel administrators for 
the different states. On May 3, 1918, Mr. Cyrus Gamsey, Jr., was 
{^pointed Assistant United States Fuel Administrator. The main 
divisions of the United States Fuel Administration are the foUowr 
ing: Administrative, Conservation, Distribution, Legal, Oil, 
Education, and State Organization.' 



' The Federal Trade Commission has performed certain work relating to 
industry in co-operation with the United States Fuel Administration, 
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PRODUCTION 

The most encouraging feature of the war-tune coal situation in 
the United States is the fact that the production of coal, both 
anthracite and tHtuminous, has steadUy increased since 1914. In 
all the other leading coal-produdng countries of the world the 
production of coal has declined during the war. Notwithstanding 
the fact that the producing capacity of the coal mines has been 
seriously interfered with by labor shortage, increased costs, and 
scarcity of supplies, and above all by the breakdown in the transpor- 
tation facilities of the railroads, the total output of the country's 
coal mines has increased as follows: 



Year 


Anthracite 


BitumiDOUs 


Total 


lOI^ 


91,524,922 
90,821,507 
88,995,061 

75,461,527 
86,389,101 


478435,297 
422,703,970 
442,624,426 
502,518,545 
544,261,581 


569,960,219 
513,525477 
531,619487 
577,980,072 
630,650,682 


IOI4. 


IQIC 


IOI6 


1017. 





It is of note that the increase is in the production of bitimii- 
nous coal, the production of anthracite having decreased. 

The production in tons of bituminous and anthracite coal during 
the first four months of 1918, as compared with the first four months 
of 191 7, was as follows: 





Anthracite 






1 918 


1917 


xgx8 


1917 


January 

Fcbniary 

March 


5,638,383 
5,812,082 

7,276,777 
6,363,37s 


* 


42,727,000 
43,557,000 
48,188,000 
46,949,000 




April 








Total 


25,095,615 


23,700,531 


181421,000 * 


176,582,648 



* Estimated. 



The increased demand for coal and the accompanying high 
prices have resulted in a large increase in the niunber of coal opera- 
tions. According to the United States Geological Survey there 
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were 19,107 coal operations in the United States in 1915, of which 
3,762 produced 3,000 tons or more each per year, 511 produced 
from 500 to 3,oob tons each, and 14,834 produced less than 500 tons 
each. During 1916 and 1917 many new mines have been opened, 
old and abandoned mines have again been put into operation, while 
hundreds of stripping operations and wagon mines (that is, mines 
which have no railroad connection, the coal being hauled by wagon 
from the mine to the nearest raihoad shipping point) have been 
opened. Data compiled from the Coal Trade Journal show that 
from April, 1917, to April, 1918, 490 new coal-mining concerns were 
incorporated in the United States with a total capital of $53,086,500. 

The question of whether or not the indiscriminate opening up of 
new coal mines should be allowed has been widely discussed both 
in this country and abroad. In several European countries restric- 
tive legislation has been enacted restricting new development work 
in coal mines, in order to avoid waste of labor and to increase the 
producing capacity of present operations. In this country there 
has been much complaint to the e£fect that the mmierous small 
wagon mines with inadequate loading facilities detain coal cars for 
long periods and materially increase the car shortage at the large 
and efficiently operated mines. A statement of the United States 
Fuel Administration of May 23, 1918, relative to the opening of 
new coal mines announces that no new coal mines are to be opened 
in the future until the Fuel Administration has approved an 
application which must be made by the prospective operator, and 
until the Railroad Administration has recommended such appli- 
cation. 

Since the coal shortage in the winter of 1916-17 eiSorts have 
been made to increase the production of coal. By liberal wage- 
increase allowances to miners and fair margins of profits to coal 
operators the production of coal has been stimulated and increased 
in a measure which greatly exceeds the results of similar eiSorts in 
other coal-produdng countries of the world. In the early part 
of 1918 the work of stimulating the production of anthracite, of 
cataloguing the requirements of the government and the public, and 
of apportioning the supply among the various states and the amount 
thereof to be furnished by the several producers was placed in the 
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hands of a special Anthracite Committee by the United' States Fuel 
Administration. This committee, which is subject to the direction 
of the United States Fuel Administrator, is also to advise the 
Director General of Railroads as to the routing and distribution of 
the coal from the time it leaves the mines until delivered in the 
various states and communities.' 

While the efforts to speed up and to increase the production 
of coal have been very successful, they have at the same time 
resulted in large quantities of poorly prepared coal being shipped 
from the mines. Widespread complaints developed on account of 
the large percentage of slate, shale, and dirt contained in the coal 
shipped to market. To prevent the shipment of dirty coal the 
United States Fuel Administration by an order of March i8, 1918, 
allowed a bonus of 20 cents per ton extra for coal prepared or washed 
according to prescribed regulations. Another order, eiBFective 
June I, 1918, prohibits the sale, shipment, or distribution of coal 
which on account of its content of impurities would not have been 
considered merchantable prior to January i, 1916. In case of 
violation, 50 cents per ton from the government price may be 
deducted if the coal has been loaded into cars or bins. Inspectors 
appointed by district representatives of the Fuel Administration 
are to enforce the order. 

The production of coke has increased from 34,555,914 net tons 
in 1914 to approximately 56,600,000 tons in 1917. Maximum 
prices for coke were fixed by the United States Fuel Administrator 
on November 9, 1917, with subsequent revisions. One of the most 
significant features in the industrial history of the United States 
is the remarkable growth of the by-product coke industry in the 
past four years. With the advent of the war this country began 
to realize the economic necessity of making itself independent of 
foreign coimtries for its supply of coal-tar products; entirely new 
industries were created, and a solid foimdation was laid for a large 
and promising expansion and utilization of oiir coal resources in 
the future. 

The great demand for fuel material of all kinds has also served 
as a strong stimulus to increase the production of fuel briquettes. 

' Anthracite Committee, Circular No. i, March 12, 1918. 
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In 1916 the output of fuel briquettes in the United States amounted 
to 295,155 net tons; in 1917 to 406,856 net tons, or an increase of 
38 per cent. 

TRANSPORTATION 

The question of transportation and car supply at the mines has 
been perhaps the most difficult war-time problem with which the 
coal industry has had to cope, and nowhere does this problem 
involve such enormous difficulties as in the United States. Traffic 
congestion caused by the extraordinary demands made upon the. 
raihoads by war industries, troop movements, etc., has time and 
again paralyzed the transportation of coal from the mines to the 
consuming markets. Conditions have been most serious at im- 
portant railroad gateways and terminals Uke Cincinnati, Chicago, 
and New York. The great movement of freight to the Atlantic 
seaboard with insufficient vessels to remove the freight — docks and 
warehouses being filled and railroad cars left standing in the yards 
and on sidetracks — ^finally brought on such an acute state of affairs 
during the winter of 1917-18 that the United States Fuel Adminis- 
trator issued his famous *' closing" order, on January 17, 1918, 
providing for five fuelless days from January 18 to 22 and on every 
Monday, beginning January 28, 19 18, and continuing up to and 
including March 25, 1918. 

The slow movement of coal cars in transit and delays in return- 
ing empty cars to the mines, due in part to the general congestion 
of traffic prevailing throughout the country, brought on what is 
generally considered the most serious phase of the coal situation, 
viz., car shortage at the mines. This one factor has done more 
than all other causes combined to keep down coal production. 
In most of the coal fields of the country coal mines have been 
forced to dose down for shorter or longer periods, while others have 
been running on short time, in both cases involving a decreased 
production.' This state of affairs began to develop in the fall of 
19 16 and has continued to become more serious since then. 

> According to data compiled by the Southern Ohio Coal Exchange (see Hearings 
before the Subcommittee of the Committee on Manufactures, United States Senate, 
Sixty-fifth Congress, Second Session, January 9, 19 18, p. 367), the full-time output 
lost from October 29 to December 22, 191 7, on account of car shortage by coal operators 
who are members of that association amotmted to 562,889 net tons out of a full-time 
capacity of 1,608,942 net tons. 
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A statement given out by the National .Coal Association' gives 
the following figures to show the loss in production of bituminous 
coal on account of car shortage for the period from January i to 
March i, 1918, the figures being based on official returns of the 
United States Geological Survey up to February 9, and upon con- 
servative estimates for the remainder of February. 

Week EndLog Lost Tonnage 

Janiiary 5 3,321,540 

" " 3,874,818 

"* 19 • 5449,695 

* 26 .' 4,064448 

Februaiy 2 4,569,366 

** 9 4,348,986 

* 16 3,500,000 

23 2,000,000 

Four days to March i 1,000,000 

Total 31,128,000 

Vice-president F. S. Landstreet of the Consolidation Coal 
Company, the second largest coal-produdng company in the 
United States, mining on an average 14,000,000 tons of bituminous 
coal annually, recently made the following statement' regarding 
coal-car shortage: 

Our records show that for the last six months there has been approximately 
only 60 per cent of railroad cars furnished that the miners employed were 
capable of loading. It further shows that an average of 6,500 miners has. 
been idle during that period. While the same men were not idle continuously 
diuing that period there was an average of that many idle every day. 

As this company produces a little over 2J per cent of the entire 
production, and as the conditions shown by this company are 
tj^ical of the conditions prevailing in the entire bituminous region, 
it is easy to see that there has been at least an average of 100,000 
miners idle every day for six months.^ 

< The Daily Digest of the NaHonal Coal AssociaHon, February 38, 1918. 

■ Coal Mining Review, February i, 1918, p. 12. 

> According to returns received in answer to a questionnaire sent by John L. Lewis 
of the United Mine Workers of America to 2,700 local unions, seeking information 
relative to all idle days due to car shortage from December, 1916, to November i, 191 7, 
the idle days during that period caused a reduction of 50,000,000 tons production 
{Coal Trade BulleUnf January 1918, p. 22). ^ 
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THE PROBLEM OF DISTRIBUTION 

In addition to keeping down the production at the mines the 
inadequacy of railway facilities has seriously interfered with the 
distribution of coal from the coal fields to the consuming markets. 
This was the case particularly with New England and the North 
Central states which get their coal supply from the coal docks along 
Lakes Superior and Michigan. 

During the season of 19 16 the coal shipments from the lower 
lake ports, Buffalo, Erie, Cleveland, etc., to the docks of the head 
of the Great Lakes, Superior, Duluth, Milwaukee, Chicago, etc., 
fell off, while the demand for coal for industrial purposes greatly 
increased. Formerly at the beginning of each coal season a con- 
siderable stock of coal remained on hand at the docks from the 
previous year. But at the opening of the lake season in 1917 these 
stocks had been practically depleted and prospects of an imminent 
coal shortage for the following winter had to be reckoned with. 
To avert such a calamity Judge Lovett, at that time United States 
Director of Priority Shipments, issued Priority Order No. i on 
August 23, which gave pricmty to bituminous-coal shipments from 
the lower lake ports to the lake docks in the Northwest.' As a 
result of this order the lake coal shipments which passed through 
the Soo canals (American and Canadian) during the season of 1917 
showed an increase of 13 .6 per cent over the previous year. The 
following table shows the shipments in tons of anthracite and bitu- 
minous coal through the Soo canals during the years 1916 and 1917. 

1916 1917 

Anthracite 2,210,219 2,562»i99 

Bituminous 13,912,900 i5>73MS4 

Total 16,123,119 18,298,853 

In the Eastern states a greatly increased demand for war indus- 
trial purposes and a heavy increase in the population of manufactur- 
ing centers brought on more or less acute coal shortages during the 
winters of 1916-17 and 1917-18. According to a report by the 
Provost Marshall General to the Secretary of War in connection 
with the selective-service act of 1917, the population of the eastern 

> The Coal Dealer, February, 1918, p. 50. 
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industrial region, comprising the states of New York, Pennsylvania, 
New Jersey, Maryland, District of Columbia,. Delaware, Massachu- 
setts, and New Hampshire, increased during the past seven years by 
approximately five millions, or 15 per cent. The greatest shortage 
of anthracite for household consumption was experienced in New 
England. Formerly that section got the bulk of its coal supply by 
water, but the taking over of a large number of vessels by the 
government for war piuposes greatly reduced the facilities for 
coastwise coal shipments. On October 27, 1917, the United States 
Fuel Administrator authorized the fuel administrator of New 
England to obtain and supply coal in limited quantities to meet 
cases of immediate and pressing exigency'and to authorize special 
sales at wholesale to insure continued operation of public utilities, 
essential industrial plants, and for other purposes. In January, 
1918, the coal shortage in New England assimied such an alarming 
aspect that on January 3 the United States Fuel Administrator 
issued a general priority order to certain coal mines directing them 
to consign a certain number of cars of coal per day to the fuel 
administrator of New England who was to direct the resale and 
distribution of the same. 

Table I indicates the distribution of anthracite coal during the 
year of 19 16-17 ^y states grouped in sections, as well as the allot- 
ments for railroad supply, shipments to Canada, miscellaneous 
exports, and allotments for army and navy camps and cantonments, 
as published by the Anthracite Committee of the United States Fuel 
Administration.' The table also shows the proposed allotment of 
anthracite for the year 19 18-19 ^^d the present increase and 
decrease for the two years. 

It is significant to note that the distribution to New England 
and the Atlantic states will be materially increased, while the supply 
to other sections of the coxuitry will be curtailed by 2,202,288 tons. 
The trans-Mississippi states Missouri, Kansas, Nebraska, and 
Iowa will not receive any anthracite coal. 

The plan outlined in Table I constitutes the first systematic 
e£fort to regulate the distribution of anthracite coal in the 
anthracite-consuming territory. The fact that with the exception 

' The Daily Digest of the National Coal Association, May ag, 191 8, p. 6. 
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of a very small tonnage of anthracite coal received in Arkansas and 
in New Mexico all of our anthradte-coal supply comes from a very 
limited, area, comprising 550 square miles in eight counties of 
northeastern Pennsylvania, makes the distribution of anthracite a 
comparatively simple problem as compared with the distribution 
of bituminous coal. The thousands of bituminous-coal mines 
spread out over twenty-six coal-produdng states, with well-defined 
markets for certain kinds of coal and long-established channels 
of distribution ii^volving much cross-hauling and long-distance 

TABLE I 





1916-17 
Distribution 


i^St 


Pet>ceDta«e o< 
IncTCMe 


PetcentaffeoC 
Decrette 


New England 


91833,379 

27^78,233 

5,100,024 

2,710,188 

627,965 

137,966 

2,481,754 

3,856,021 

51,930 


10,331,000 

31,417,154 

3481,945 

2,380,000 


16.95 
12.69 




Atlantic states 




Centra] states 


31.73 
12.18 


Northwest 




Trans-Mississif^i 




100.00 


Twenty-four states 






100.00 


Railroad supply 


2481,754 

3,602,000 

51,930 

600,000 






Canada 




6.59 


Miscellaneous exports 

Army and navy camps and 
cantonments 
















Total 


51,677,460 


54,345,783 


5. 16 









shipments, combined to make government regulation of bituminous- 
coal distribution a very complex problem, beset with added diflBi- 
culties on accoimt of the dislocation of industries resulting from 
the war. 

The first e£forts to regulate the distribution of bituminous coal 
were made by the Committee on Coal Production of the Council 
of National Defense. In June, 1917, that conmiittee was instru- 
mental in organizing the Lake Erie Bituminous Coal Exchange at 
Cleveland, Ohio. This exchange is composed of shippers and 
consignors of coal which is to be transported via rail to Lake Erie 
ports for transshipment via vessels. The working regulations of 
this exchange provide that all bituminous coal for transshipment 
from Lake Erie ports, subject to the exchange, shall be consigned 
to the exchange and shall be graded as to kinds and classified as to 
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designated consigning pools under the direction of its executive 
committee. A statement issued by the exchange states that the 
proposed pooling plan contemplates (a) the reduction of grades 
and classifications of coal to a minimum, the classifications in 1916 
having reached as high a number as 118 at one port; (b) the 
reduction of the number of boats detained at lake ports awaiting 
the accumulation of cargoes by individual shippers; (c) material 
reduction in switching services incident to the handling of coal on 
the basis of numerous classifications; (d) reduction in the demand 
on storage yards of lake cargo coal-carrying lines, these lines having 
held at lake ports during that part of the year 1916 when lake 
navigation was in full operation more than 20,000 cars daily; (e) 
an increased available boat tonnage by eliminating the attraction 
to return light from Lake Erie ports to Lake Superior ports. It was 
hoped to reduce, under the plan devised, the number of consign* 
ments of coal shipped to Lake Erie ports for reshipment by lake 
from 677 in 1916 to 97 in 1917. In 1918 the name of this pool was 
changed to Ore and Coal Exchange.' 

THE ZONE SYSTEM 

The experience during the year 1916-17, when numerous coal 
shortages had developed in different sections of the country, relieved 
only partly by priority-shipment orders, made it clear that unless 
radical changes were effected with respect to the distribution of 
bituminous coal the most serious consequences would be likely to 
result in the inmiediate future. Accordingly the United States 

* Other coal shippers' pools formed along similar lines are the Columbus Coal 
Shii^rs* Terminal Pool Association and the Liberty Fuel Exchange, which combines 
the coal shippers along the three principal railroad lines through Cincinnati. On the 
Atlantic Coast the Tidewater Coal Exchange serves a similar purpose. It was formed 
through the efforts of the Conmiittee on Coal Production of the Council of National 
Defense and was formally approved by the United States Fuel Administrator on 
November 6, 191 7, by an order requiring all transshii^)ers of coal at New York, Phila- 
delphia, Baltimore, and Hampton Roads to make shipments through this exchange. 
In a statement attached to the order it was said that the order would result in all 
shipments through these ports being handled through the mediiun of the exchange, 
and it was estimated that this would greatly decrease the detention of coal cars at the 
ports, mcrease the car supply at the mines, and at the same time make available at all 
times sufficient coal for emergency purposes for the army and navy requirements. 
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Fuel Administration, after prolonged confer^ices with coal pro- 
ducers, jobbers, and consumers, and with traffic and operating 
officials of the raibroads, devised a zone system for the distribution 
of bituminous coal for the year beginning April i, 1918. By an order 
of the United States Fuel Administrator, dated March 27, 1918 
the states, with the exception of the Rocky Mountain and Pacific 
Coast states, were divided into fifty-seven zones, each of which is 
restricted to the use of coal from certain producing districts. The 
Rocky Mountain and Pacific Coast states imder the zone system 
will be dependent for their bituminous coal, except for special 
purposes, on coal mined in Montana, Wyoming, Colorado, New 
Mexico, Utah, Washington, and Oregon. The whole zoning plan 
applies only to bituminous and cannel coals and not to anthracite 
coal or coke. In order to provide for consmners who require 
illimiinating or producing gas, by-product coking, metallurgical 
smithing, or other particular purposes, or require special coals 
which are not produced in the coal districts from which the zoning 
plan permits shipments to be made, special permits covering such 
cases are issued. The zone system affects all bituminous coal 
except (i) coal for railroad fuel, for which special arrangements are 
made, (2) coal for movements on inland waterways, which is in no 
way restricted by the system, (3) coal delivered to Canada, which 
is subject to regulations of the Fuel Administration. 

The purpose of the plan is to save transportation by the elimina- 
tion of imnecessary long hauls and avoidable cross-hauls, thereby 
conserving the car supply and increasing car utility and the pro- 
duction of coal. The method of enforcement of the zoning system 
is simple. The United States Fuel Administration prohibits distri- 
bution beyond the limits of the zone, and the Railroad Administra- 
tion supplements these prohibitions by railroad embargoes. 

A statement issued by the United States Fuel Administration 
in conection with the zone order states that the general effects of 
the zone system is to restrict eastern coal to eastern markets and 
to fill the shortage in the Central and Western states with nearby 
coal produced in those states. In addition to the saving in transpor- 
tation the system will provide for the possible retention of something 
like 5,000,000 tons of coal for the Eastern states which heretofore 
has gone West by rail. It will eliminate the movement of more 
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than 2,000,000 tons of Pocahontas coal to Chicago and other 
western points over a haul of about 660 miles. Chicago is to obtain 
this tonnage from southern Illinois mines with an average haul of 
312 miles. On shipments of 550,000 tons annually from Kanawha 
districts to Wisconsin points it is planned to save about 2,500,000 
car miles; on the movement from southeastern K^itucky to 



TABLE n 

Estimated Consuuftion in Net Tons or Bituminous Coal in The 
United States in 191 7 and Requirements fok 191S-19 



1917 



1918-19 Anumnt 



Poccntageof 

IncKMe Z91S-19 

over 19x7 



Industrial 

Domestic 

Gas and electric utilities 

Railroads 

Eaports 

Beehive coke 

Bunker-foreign 

Bunker-domestic, including 

Lakes. 

Used at coal mines for steam and heat 



Great 



204,907,000 
66,915,000 
33,038,000 

155,000,000 

24,000,000 

52,450,000 

7,700,000 

5,000,000 
11,000,000 



Total 

Used from storage 4»375»ooo 

Exports 907,000 



560,010,000 
5,282,000 



Estimated production 

Substitution of coal for oil, mainly in 
west 

To increase stocks of industrial plants 
and public utilities outside of New 
England by ten days' supply 



554,728,000 



Total reouirements for 1918 with- 
out allowance for estimated 
conservation 

Production 1917 



Increase required. 



242,024,000 
75,678,000 
37,941,000 

166,000,000 
24,000,000 
52,450,000 
10,000,000 

5,000,000 
12,500,000 



625,594,000 

2,000,000 
7,ooo/xx> 



634,594,000 
554,728,000 



79,866,000 



18 

13 

15 

7 

o 

o 

30 

o 

14 



12 



14.4 



Chicago the saving is estimated at about 800,000 car miles, and the 
elimination of the Indiana to Iowa movement will save 1,600,000 
car miles. The movement of approximately 300,000,000 tons of 
bituminous coal, or 60 per cent of the total production, will be 
regulated by the zone system. 

Table 11, compiled by the United States Fuel Administration, 
shows the estimated consumption of bituminous coal during the 
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coal year 19 17 and the estimated requirements for the present 
coal year, 

COAL PRICES AND PRICE FIXING 

The inflated and speculative prices which obtained in the coal 
market during the spring and early summer of 1917, and which the 
maximum prices voluntarily agreed upon by the Committee on 
Coal Production of the Council of National Defense and bituminous 
coal operators at the meeting held in Washington on June 28, 1917, 
failed to stabilize, resulted in a nation-wide call for remedial action 
by the federal government. In response to this popular demand for 
eflFective price regulation President Wilson on August 21, 1917, 
before a United States Fuel Administrator had been appointed, 
fixed maximum mine prices for bituminous coal for twenty-two 
states, and on August 23 for anthracite coal. These prices were 
subsequently added to and revised at different times by the United 
States Fuel Administrator. Up to April i, 1918, the number of 
additions and revisions amounted to 209, covering special prices for 
individual mines, changes in state prices, and prices for special 
coal fields or districts, like the Blue Gem district in Kentucky, the 
New River field in West Virginia, etc. 

BITXJMINOnS PSICES 

Table HI indicates the average prices of bituminous coal at the 
mines in 1915, the maximum prices agreed upon at the Washington 
meeting June 28, 1917 (so-called "Peabody-Lane'' prices), the 
President's prices, and a selected list of the maximum prices fixed 
by the United States Fuel Administrator as in effect on April i, 
1918. To the maximiun prices fixed by the United States Fuel 
Administrator should be added an allowance of 45 cents per ton for 
wage increase, granted under an order of October 27, 191 7,* and an 
extra maximum allowance of 20 cents per ton to cover preparation 
or washing, authorized by an order of March 18, 1918. It is to be 
noted also that on May 25, 1918, a reduction was ordered amounting 
to 10 cents per short ton. 

Table IV, prepared by the Director General of Railroads, 
illustrates the steady increase in the cost of railroad coal since 1915. 

' See discussion iq the section on labor condition, below, p. 698. 
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As the railroads consume about one-third of the country's coal 
supply and as most of the coal consumed by the railroads is sold 
at contract prices, these figures are of special interest. 



TABLE m 



AVEEAOlPUCB 
or COAL^TKB 

DTO TO UMITID 

STAnt Gbolog- 
icalSuevky, 

1915 



TXABOOY- 

Lams^ Pmicis 
July z, 1917 



•8.S 



r 



M axdiu m PlIClS 

FiZBD BYTHX 

Peuident 
AuousT az, Z017 



I" 



I- 



1^^ 



FXXXDBTTKB UMITBD 

States Fuel Amaif- 

BTKATOK, EmcnvB 

ArmiL z, Z918 






f 



P* 



Ai^ansfts. . . . 

Colorado 

minois 

Tm^JAnft 

Iowa 

"ITiinyfty 

Kentucky 

Maryland — 
Missouri 

Montana .... 
New Mexico. 

Ohio 

Oklahoma 

Pennsylvania. 

Tennessee — 

Texas 

Utah 

Virginia 

Washington.. 

West ^rginia 

Wyoming 



$1.28 

1.79 

1.59 

1. 10 

1. 10 

1.78 

1.66 
1. 01 

1.38 
1.73 

1. 6a 
1-44 

i.oS 

2.01 

1.06 

113 

1. 6s 

I 58 
.98 

2.17 

.97 
1.46 



$400 
350 
3.00 



a. 75 
«-75 



S3. 50 
3.50 



3.00 
3-00 



3.50 
3.50 



3. 
3 25 
3.50 



3.50 
3.50 



3-00 
3.50 



3.50 



3.50 



3.00 



3.00 



3.50 



a.45 



2.70 



55 
95 
40 
.00 
70 

70 
40 

.00 
35 

05 



30 
40 
65 

60 
00 



3.25 



2.70 



a. 95 



80 
20 
65 
25 
95 

95 
65 

25 
60 



3.30 
2.25 

2.55 
2.65 
2.90 

2.85 
2.25 

350 

2.25 
2.40 



2.45 



50 2.75 



2.80 

1.75 

2.05 

2.15 
2.40 

2.35 
1.75 

3.00 

1.75 
1.90 
2.25 



3.70 

4.25 
2.60 
2.00 
2.65 

360 

4.25 
2.65 
2.6s 
2.40 
6.00 

3.95 
2.40 
2.00 
2.15 



$2.45 

3 10 

4.60 

5.15 
3-50 
3.25 
2.90 
2.20 
2.20 
3.25 
2.95 
3.10 

2.95 
2.90 

2.55 
2.65 

a. 95 
3.40 
360 
5.0s 
4.05 

2.2$ 
2.60 

4.60 
5.10 
2.60 
2.2s 
2.90 

4 40 
5.05 
3.30 
2.90 

2.6$ 

5.25 

3-75 

2.6$ 

2.25 
2.00 



$1.85 
2.45 

2.40 
2.60 

I.2S 
1.65 
2.40 
1.70 
1.70 
1.70 

2.45 
2.00 

2.45 
2.40 
2. OS 
2. IS 
2.45 

2-45 
1. 00 

3. 55 
2.00 

1-75 
2.10 

2.40 

3.oc^ 
2.60 

1.75 
2.40 

2.2s 

2.2$ 
1.50 
2.40 

*.i5 
2. so 
1.2$ 
2.15 
1.75 
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The prices fixed by the United States Fuel Administrator in 
most cases show an increase over the President's prices, but it 
should be noted that the former take into consideration subsequent 
wage increases and increased costs in general. A comparison of 
colunms 2, 3, and 4 with column i in Table III illustrates the 
marked rise in the price of coal during the war. While the 
"Peabody-Lane'' price showed little variation, being in most cases 
$3.00 for mine run and $3.50 for prepared sizes, the President's 
prices show considerable variations, ranging from $1 .65 to $3 .50. 
The prices fixed by the United States Fuel Administrator show a 
still greater spread, due to the fact that they are based primarily 
on the cost of production in the different coal fields of the country. 





TABLE IV 




Y«r 


Tods 


Price per Ton 


ToUlCott 


loic 


122,000,000 
136,000,000 
154,000,000 
166,000,000 


$1.13 
1.3a 
2.12 

2.9s 


$137,860,000 
179,520,000 
329,000,000 
489,700,000 


10x6 


1017 


" f 

IQ18 





Regular monthly cost reports were required from coal operators 
by the Federal Trade Conmiission in accordance with prescribed 
instructions. These cost forms include the following main items: 
labor, supplies, debits and credits to cost, fixed charges and general 
expenses, sdling cost, income statement, deduction from income, 
charges to fixed assets. Each of these main items is subdivided. 
Under fixed charges and general expense, for instance, come the 
following subdivisions: royalty, depletion, depreciation (structiu'e, 
equipment, development), deferred charges, taxes, general insur- 
ance, disability or workmen's compensation insurance, officers' 
salaries and expenses, clerical salaries and office expenses, legal 
expenses, miscellaneous. Additional items provided for include 
the following: tonnage, sales, coal inventories, and general informa- 
tion, such as nimiber of days worked, cause of idle ^ays, average 
number of men employed per day worked, location of mine, coal 
field, kind of coal, number or name of seam, and average thickness 
of seam. 
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On December 6, 1917, the United States Fuel Administration 
issued rules of procedure for producers requesting a revision of 
mine prices or a change of territorial classification. These rules 
require applicants to make a detailed report to the Federal Trade 
Conmiission on specially prepsM^ed uniform cost sheets for the entire 
year 1916 and separately for each subsequent month up to the time 
of making application, with an attached statement giving the 
petitioner's reason for belief that a revision of price is justified. 
The Federal Trade Conmiission is to report to the Fuel Administra- 
tion on its findings. 

ANTHRAdlE PIUCES 

The matter of fixing maximum mine prices for anthracite has 
proved to be comparatively simple. Comprehensive official data 
on the cost of production were available, and the niunber of anthra- 
cite mines is not large, while conditions at the different mines do 
not vary nearly as much as in the bituminous coal fields. 

In its interim report to the Senate of the United States on 
anthracite prices, the Federal Trade Commission on May 4, 191 7, 
states that the May price at the mine of ordinary white ash anthra- 
cite, allowing for the 40 cents discount, was approximately as 
follows: 





GroMTon 


Net Ton 


Egg 


♦4.05 
4.30 
4.40 


$3.61 
3.84 
3 93 


Stove 


Chestnut 





The following table shows the maximum mine prices fixed by 
the President on August 23, 1917, for Pennsylvania anthracite coal. 





White Ash 


Red Ash 


Lykens Valley 


Broken....... 

Egg 


Uss 

4.45 
4.70 
4.80 
4.00 


♦4.75 
4.65 
4.90 
4.90 


$5.00 
4.90 
5 30 
530 


Stove 


Chestnut 

Pea 









The United States Fuel Administrator on October i, 1917, fixed 
the maximum price of pea coal at $3.40, $3.50, and $3.75, for 
the different qualities, respectively. 
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To the foregoing prices 35 cents is to be added for wage increase. 
The prices in the foregoing table are for coal from raihoad com- 
panies' mines. The so-called independent-operators' mines are 
allowed to charge 75 cents per gross ton more. Special prices were 
fixed January i, 19 18, for Bemice and Spadra anthracite coal from 
Arkansas. 

KESULTS OF PRICE nXING 

Regarding the general effect of government price fixing of 
maximum mine prices for coal, it must be said that coal prices have 
been stabilized successfully by the policy established by the Lever 
Act. The voluntary maximum prices agreed upon at the Wash- 
ington meeting of June 28, 191 7, proved a failure. ^Not only were 
the prices agreed upon considered too high by the general public, 
but f ailiu*e on the part of many operators to abide by the agreement 
made the latter illusory, in the absence of an agency to enforce the 
agreement. The method of fixing mine prices followed by the 
Fuel Administration is elastic enough to permit revisions to be made 
whenever necessary, and a niunber of changes have been made thus 
far, including upward as well as downward revisions. 

The problem of fixing maximum prices for co^, that are fair and 
reasonable to operators as well as to consiuners, is much more 
difficult in the United States than in other coal-produdng countries, 
on account of the large nimiber of mines involved, the different 
kinds of coal, the varying conditions of mining among the different 
coal fields and even within the same coal field, such as thick and 
thin veins, high and low cost mines, etc. In view of these condi- 
tions the fixing of a uniform maximum price for all the mines in a 
certain coal field or in a whole state is likely to result in giving a 
slight advantage to some mines, while others are made to suffer. 
However this may be, it must be acknowledged that the price- 
fixing policy pursued by the United States Fuel Administration has 
been successful in accomplishing two results of fundamental 
importance in the war-time economy of our nation, viz., stability of 
prices and stimulation of coal production. 

THE POSITION OF THE JOBBER 

The question of the need of the coal jobber has been freely 
discussed diuing the past two years. Strong sentiment was aroused 
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throughout the country by the speculative transactions of many 
jobbers during the coal panic in the winter of 1916-17/ and the 
necessity of curbing the jobbers' profits was recognized generally. 
At the Washington meeting, June 28, 191 7, imder the auspices of 
the Committee on Coal Production of the Council of National 
Defense, a maximum jobbers' commission of 25 cents per net ton 
was agreed upon. On August 23, 1917, President? Wilson fixed 
the jobbers' margin at 15 cents per net ton for bituminous coal, at 
20 cents per gross ton for anthracite coal east of Bu£falo, and at 
30 cents per gross ton west of Buffalo. Under this order the jobber 
was also allowed 5 cents per gross ton in case he incurred the expense 
of rescreening coal at Atlantic or lake ports for transshipment by 
water. 

In order to check up jobbers' transactions the Federal Trade 
Commission, in co-operation with the United States Fuel Adminis- 
tration, required jobbers to make bi-weekly reports on all their 
sales. According to a report issued by the United States Fuel 
Administration on March 10, 1918, refunds aggregating $34,000 
and covering forty-two cases of overcharges on coal sales had been 
made as a result of investigations of sales reports. Under an order 
by President Wilson of March 18, 19 18, coal jobbers were required 
to secure a license on or before April i, 1918, from the United 
States Fuel Administrator. 

Certain abuses imder the President's order of August 23, 1917, 
fixing jobbers' margins, principally the fact that certain producing 
concerns also operated as jobbers and charged a double profit, 
resulted in a change in the regulation of jobbers' commissions. 
Under the new rulings of the United States Fuel Administrator 
effective April i, 1918, the jobber may buy coal, if he can, from the 
producer at less than the maximum government mine price, and 
resell the coal up to the maximum mine price, or he may serve as a 
purchasing agent for retail dealers or ultimate consumers and make 
a charge for his services not to exceed 15 cents a ton on bituminous, 
20 cents on anthracite coal east of Buffalo, and 30 cents west of 
Buffalo. He may not charge both commission and profit in buying. 
If the jobber chooses to purchase and resell for his own account, he 

' See Report 0} the Federal Trade Commission on Anthracite and Bituminous Coal, 
191 7, p. 58. 



Digitized by 



Google 



696 JOURNAL OF POUTICAL ECONOMY 

must procure a license; if he operates merely as a purchasing agent, 
he need not take out a license. 

RETAIL PRICES 

When retail coal prices began to rise in the fall of 1916, the 
Federal Trade Commission investigated the gross margins of retail 
dealers in different parts of the country, and issued bulletins at 
frequent intervals on the retail coal price situation in different 
dties. This method of keeping the public informed as to actual 
conditions in various retail coal markets exercised a restraining 
influence on dealers and was instnmiental in focusing public 
attention upon abnormal conditions. Subsequently, when maxi- 
mum mine prices had been fixed, it also became necessary to regu- 
late retail coal dealers profits. On October i, 1917, the United 
States Fuel Administrator issued an order to this eflfect : It provides 
that the retail gross margin added by any retail dealer to the average 
cost of coal shall not exceed the average retail gross margin of such 
dealer for the calendar year of 1915 plus 30 per cent; the state 
fuel administrators were charged with investigating the cost of 
coal distribution and the profits of retail dealers to make the latter 
conform with this order. Under this ruling the retail coal prices 
of different dealers vary greatly on account of the variations in 
costs. For instance, in Chicago the gross margins established for 
sidewalk delivery on household coal is from $1 .95 to $2 . 20 per ton; 
on industrial coal, from $1.70 to $2.05. Since January 7, 1918, 
dealers have been permitted to add 50 cents per ton on account of 
increased cost of cartage, etc' In St. Louis the gross margin 
has been fixed at $2 . 50 to $2.75 on Arkansas and Oklahoma semi- 
anthracite, smokeless, and anthracite, and at $1 .50 on steam coal. 
At Madison, Wisconsin, the retail gross margin has been established 
at $2.10 for household coal and $1.60 for industrial coal. In 
Pittsburgh, Pennsylvania, the retail gross margin for coal has been 
fixed at $1 . 17J per ton.* Retail coal prices the coimtry over will 
be affected by a recent order of the Interstate Commerce Com- 
mission, effective Jime 25, 1918, which provides for an increase in 
the freight rates for coal amounting to from 15 cents to 50 cents 
per ton. 

* The Cod Dealer, March, 1918. * Coal Trade Journal, May i, 1918, p. 577. 
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One of the most important actions taken by the United States 
Fuel Administration, in so far as coal prices are concerned, is the 
regulation of contracts, established by an order of December 24, 
1917. Formerly the bulk of the coal sold by operators, wholesalers, 
and jobbers was sold on contract. The new order provides that no 
contract shall provide for the delivery of coal over a period longer 
than one year, that the contract price shall not exceed the fixed 
maTimiim prices, and that every contract shall be subject to can- 
cellation by the United States Fuel Administrator. 

LABOR CONDITIONS 

The labor situation in the coal-mining industry of the United 
States has undergone some significant changes during the past three 
years as compared with pre-war conditions. In 1915 and 1916 
the high scale of wages paid by manufacturers of war material, 
averaging about 20 per cent in excess of miners' wages, caused a 
steady migration from the coal fields to other industrial centers. 
The draft made additional inroads into the labor supply at the 
mined. According to John L. Lewis, until recently statistician of 
the United Mine Workers of America, out of a total membership 
of 450,000 mine workers, 19,13s members of the U.M.W.A. enlisted 
and 60,604 are subject to the draft. The reduction in the number 
of anthracite mine workers has also been considerable. While 
the niunber of mine workers in the anthracite coal fields of Penn- 
sylvania before the war amounted to 177,000, in 1914 the number 
increased to 180,899, and in 1918 was reduced to iS3»534. At the 
same time immigration from foreign countries, whidi formerly 
furnished a constant supply of mine labor, has come almost to a 
standstill. 

The prosperous financial condition of the coal market and the 
scarcity of labor in the coal fields has greatly benefited the wage 
situation of mine workers. Several wage-scale increases went into 
effect during 1916 and 1917, and wages have been higher than at 
any previous time. The new wage agreement of April i, 1916, for 
the Central Competitive District, comprising Pennsylvania, Ohio, 
Indiana, and Illinois, provides for a mine-run basis in paying wages, 
for which the miners' unions have been striving for many years. 
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Under this agreement the miners received a general increase of 
3 cents a ton in the pick-mining rate, a corresponding advance in 
the machine rate, and s per cent increase for other classes of labor. 
Anthracite miners on May i, 1916, made an agreement with the 
operators providing for an eight-hour day and a 3 per cent increase 
in wages. In 1917 two wage increases went into effect, one in 
April, approximating 20 per cent for bituminous-coal miners and 
from 10 to 3S per cent for anthracite miners, the other in October, 
for bitimiinous miners, amounting to 45 cents per ton. The 45- 
cent wage-increase agreement of October 27 was made subject to 
the condition that it shall not apply in any district in which opera- 
tors and miners faU to agree upon a penalty provision preventing 
strikes and violations of agreements. The United States Fuel 
Administrator, in recommending to the President the 4S-cent 
advance stated that these wage increases mean an advance over 
the wages of April i, 1914, of 50 per cent to miners and 78 per cent 
to the best-paid laborers. It is further explained in this com- 
munication to the President that the United States Fuel Adminis- 
trator in reaching the conclusion that coal prices should be increased 
was influenced partly by the provisions of the agreement intended 
to secure an increased and uninterrupted production of coal. Under 
the provisions of the draft law, the communication continues, 
miners are not excluded as a class. Considerable inroads have been 
made, as a result of the first draft, upon mine labor. Moreover, the 
conditions surrounding the industry in ordinary times account for 
the fact that the average niunber of days work in the year has been 
from 200 to 230 only. They also, in part, accoimt for the fact that 
the average hours of labor per day have fallen considerably below 
the eight hours stipulated in wage agreements. According to John 
L. Lewis, the U.M.W.A. since the beginning of 191 2 have secured 
wage advances amoimting to from 30 to 104 per cent, varying 
according to the kind of labor performed.* 

In connection with these increases in wages at the coal mines 
it must be taken into consideration that employment at many coal 
mines throughout the country was very imsteady. The number of 
working days varied greatly on account of frequent shutdowns due 
to lack of car supply, so that while wages were high the niunber of 

> Cod Age, 1918, p. 204. 
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working days lost materially cut down the total monthly earnings 
of the mine workers. 

Another factor deserving attention is the high fatality record 
in coal mines brought about by war-time conditions. The abnormal 
circumstances und^ which the coal mines have been operated, 
high-speed production in spite of labor shortage, and frequently 
with inexperienced help, as well as less attention to safety regula- 
tions than under normal conditions, are responsible for an increase 
of 21 per cent in the coal-mine fatalities during 1917 as compared 
with 1916. The greatest increase in fatalities was caused by falls 
of roof or face, while mine cars and locomotives account for the next 
highest increase, followed by gas and dust explosions.' 

Labor unrest and strikes have been frequent. In most cases, 
however, an agreement was eflfected without loi^g-drawn-out strikes, 
although in many instances strikes considerably reduced the normal 
output of mines. Data compiled by the United States Geological 
Survey show that in 1916 coal miners' strikes involved 91,152 men 
in the bituminous and 79,481 men in the anthracite coal fields. 
The total number of days lost in that year on account of strikes 
amounted to 2,389,519 in the bitimiinous and 955,067 in the anthra- 
cite coal fields, while the average niunber of days lost per man was 
26 for bitimiinous and 12 for anthracite miners. Data compiled 
for the year 1917 from coal trade journals indicate that there were 
66 coal miners' strikes in 12 states, involving 251,595 mine workers. 

The benefit of workmen's compensation insurance laws in coal- 
mining states is illustrated by the operation of the Pennsylvania 
laws in 19 16. There were 792 fatalities in the anthracite and 
bituminous coal fields in that year. The amoimt of compensation 
paid for fatality cases in the anthracite field amounted to $1,260,804 
and for disability cases $410,845. In the bituminous coal fields 
of that state 301 workers were killed and 10,710 injured or disabled. 
The compensation paid for fatality cases amounted to $771,748, for 
disability $516,493, while the total number of dependents of miners 
killed and injured was 10,179.* 

Organized labor in the coal fields of the United States has grown 
in number and influence dtiring recent years. According to 

> Coal Mine FakdUUs in the United States, 1917, U. S. Bureau of Mines. 
' Coal Age, 1918, p. 409. 
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statistics published in connection with the recent meeting of the 
U.M.W.A. at Indianapolis' the membership of the U.M.W.A. in 
October, 1917, amounted to 415,305, or 57 .60 per cent of the total 
number of men employed in the coal industry of the country. 
From 1910 to 1917 the membership of the U.M.W.A. has increased 
75-93 P^r cent. There are twenty-eight union districts in the 
various coal-mining states, of which the Illinois district. No. 12, 
is the largest, with a membership of 87,189, the next largest being 
the Central Pennsylvania district. No. 2, with 45,082 members. 

THE COMBINATION MOVEMENT 

The conditions incident to government regulation of the coal 
industry have given a powerful stimulus to the organization move- 
ment in the coal trade of this country. The coal industry was one 
of the few important industries of the United States which prior 
to the war had no trade organization covering the whole country. 
Local coal operators' associations have existed for several years 
past in a niunber of coal fields. There were a few local wholesalers' 
and jobbers' associations and a large number of well-organized 
local and state associations of retail coal dealers. Ini9i7 national 
associations were formed in each of these three divisions of the coal 
trade, while the number of local associations increased at the same 
time. The National Retail Coal Merchants' Association, with head- 
quarters at Washington, and the National Coal Jobbers' Association 
were both organized in 19 17 and combine most of the local retail and 
jobbers' associations. The National Coal Operators' Association 
was organized on October 23, 1917, with headquarters at Washing- 
ton. The members handle about 350,000,000 tons of bituminous 
coal per year,* 

THE COAL EXPORT SITUATION 

The coal export trade of the United States since the outbreak of 
the present war in 1914 offers some very interesting changes. The 
most significant development during that period is a shifting of the 
control of the world's coal markets. The withdrawal of a large 
percentage of the normal British coal tonnage from oversea markets 
opened up promising new trade channels for American coal, espe- 

^Coal Age, February 2, 1918. 

* Proceedings of the First Annual Convention of the National Coal Association^ 
May, 1918, p. 7. 
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dally for the high-grade products of the New River and Pocahontas 
coal fields situated so favorably with regard to our oversea ship- 
ping ports. American coal exporters recognized the opportunities 
confronting them, particularly with respect to South American 
markets, with the result that our bituminous coal exports to South 
America increased from 441,368 tons in 1913 to 1,840,128 tons in 

1916. The rapid expansion of our coal trade however came to a 
sudden stop in 1917. . The enormous demand for coal and the 
lucrative profits in the home markets caused interest in the export 
trade to lapse. Subsequently the scarcity of ships, high freight and , 
insurance rates, and an increasing niunber of war restrictions were 
instrumental in reducing coal exports still more. While the total 
exports of coal from the United States amounted to 24,079,209 
gross tons in 1916 and to 27,929,141 gross tons in 1917, an increase 
of 31849,930 gross tons, or 16 per cent, this increase is attributable 
solely to increased exports to Canada. In 1916, 16,597,390 gross 
tons of coal were shipped to Canada from the United States and in 
1917 the coal shipments amounted to 22,442,520 gross tons, an 
increase of 5,845,130 gross tons. 

If we exclude the coal exports to Canada the remaining exports 
of coal from the United States to foreign countries show a decrease 
of 1,995,198 gross tons, or 26.7 per cent, for the year 1917 as 
compared with 1916. The countries to which coal exports from the 
United States increased more than 10,000 tons during 1917 are 
Chile, with an increase of 138,998 tons; Cuba, 51,155 tons; Danish 
West Indies, 13,430 tons; England, 44,4ii tons; Jamaica, 13,500 
tons; Mexico, 35,646 tons; Panama, 195,705 tons; Portuguese 
Africa; 12,556 tons; and Spain, with an increase of 20,571. The 
following decreased coal exports are significant: to Argentina, 
599^370 tons; Brazil, 98,009; Egypt, 90,722; Greece, 45,998; Italy, 
1,204,599; Norway, 55,096; Sweden, 70,986; Uruguay, 92,767. 

Coal for bunkering and for export is now controlled by the 
United States Fuel Administration. An order of December 13, 

1917, provides that coal for bunkering and for export, except for 
Canada and Mexico, shall be sold at the maximum mine prices 
plus $1 .35 per short ton. An order of April i, 1918, prohibits the 
shipment of coal to any port for bunker purposes without permission 
ot the United States Fuel Administrator. 
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While it remains problematical, of course, what the develop- 
ments of the American coal export trade will be in the post-bellum 
period, certain outstanding facts can be recognized even now, which 
may have an important bearing on the futiire export situation. A 
survey of all the coal-consuming countries of the world shows a 
world-wide dearth of coal which promises to continue throughout 
the industrial reconstruction period after the war. Great Britain 
and Germany, the two countries which produce the greatest ton- 
nage of coal next to the United States, will, according to well- 
informed authorities, need most if not all of their coal at home, and 
will not be able to export any large tonnages to foreign markets for 
several years to come. 

The United States with its enormous coal resources, greatly 
increased output, and many hundreds of new mines will be the 
logical source of supply for the bulk of the demand from oversea 
markets formerly supplied by Great Britain and Germany. A 
second and very important factor to be taken into account will be 
the new American merchant marine now under construction. 
Prior to the war control of the coal export market was determined 
chiefly by the abundance and cheapness of transportation and the 
ready availability of transportation to the coal fields. This gave 
Great Britain the leading position in the coal markets of the world. 
As conditions are shaping themselves at the present time it looks 
as though the United States, as the leading maritime power, would 
become the main dependent of the world for coal in the future. 
Whether this is altogether desirable from an economic point of view 
is another question. It may be more desirable for the United 
States to sell coal in combination with the other raw materials as 
a finished product rather than as a raw material. In the interest 
of our infant by-product industry it may, in fact, be highly desir- 
able to export coke rather than coal and to extract the by-products 
from our coal before we export it in the form of coke. 

The question of labor supply will constitute a further important 
factor in deciding the future position of the United States in the 
oversea coal markets, and here again conditions seem to favor this 
country. Our newly established banking and credit facilities in 
foreign countries; the strategic location of the Panama Canal and 
its excellent bunkering facilities; the large modern tide-water 
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loading piers at Lambert's Point, Sewall's Point, and Newport 
News; the fact that during the past two years most of the laboV- 
saving devices placed in American coal mines were installed in the 
mines whose production is best available for export trade; and last 
but not least such recent constructive federal legislation as the Webb 
law for promoting co-operation in foreign trade and the helpful 
work of the United States Tariflf Commission — all these factors 
combined promise a most auspicious future for the American export 
coal trade. 

SXJMlfARY 

In the foregoing survey of the coal situation in the United 
States during the past three and one-half years of the present war 
three separate periods can be clearly distinguished. The first 
period, characterized by a widespread financial depression, extended 
up to the summer of 1916. Overproduction and unsound business 
conditions, resulting chiefly from imlimited competition, led to 
efforts being initiated by the federal government to improve the 
unhealthy situation obtaining in the coal industry. This was the 
case particularly in the bituminous coal industry. In the fall and 
winter of 1916-17 the situation changed completely. A rapidly 
increasing demand for coal, local coal shortages, and panic prices 
led to numerous investigations by munidpaf, state, and federal 
authorities for the purpose of protecting the public against exor- 
bitant prices and to proau*e adequate supplies of coal. In a con- 
siderable number of cities throughout the country mimicipal coal 
yards were estabUshed, primarily for the purpose of providing fuel 
at reasonable prices for the needy.' Efforts to stabilize coal prices 
by voluntary agreement having failed. Congress enacted the Lever 
law, which provides for government regulation of the coal industry 
and trade. The enactment of this law marked the advent of the 
third period, in which the coal industry of the country was placed 
imder the control of the United States Fuel Administration. Five 
outstanding features characterize this period up to the present time: 
(i) government price fixing, (2) increased production, (3) difficulties 
of transportation, (4) regulation of distribution, and (5) systematic 
conservation. 

* Municipal Coal Yards, Municipal Reference Bureau, University of Wisconsin. 
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The need of stabilizing coal prices was the first important 
economic problem which developed out of war conditions as far 
as the coal situation was concerned and for which a solution had to 
be found. By fixing maximum mine prices as well as jobbers' 
and retailers' margins which allowed a fair profit, this phase of the 
coal situation was successfully taken care of. 

Closely linked up with the question of prices is the problem of 
production. The high prices prevailing in the coal market prior 
to government regulation and the liberal policy followed by the 
United States Fuel Administration in establishing maximum mine 
prices had the effect of stimulating the production of coal and made 
it unnecessary for the government to adopt extraordinary measures 
for increasing production. Unquestionably the large and steady 
increase in the coal production of the United States constitutes 
the most significant as well as the most encouraging feature in the 
war-time coal situation of the whole world. The output of Amer- 
ican coal mines might have been still greater if difiiculties of trans- 
portation and car shortage had not interfered. 

Inadequate transportation facilities has formed the most 
disturbing element in the whole coal situation thus far. Under 
Federal control of the railways this serious drawback may be 
remedied in the future. The large increase of rolling stock provided 
for by the United States Railway Administration promises relief 
in due course of time. But until an adequate car supply at the 
mines and speedy movement of coal shipments from the mines to 
market shall be realized the coal situation will continue to remain an 
ever-menacing danger to our national welfare. 

In view of these conditions the problem of regulating distribution 
and of conserving and husbanding our available coal supplies h^s 
become of vital importance. By means of the zoning system, 
recently established, the United States Fuel Administration pro- 
poses to bring about a more efficient distribution of coal shipments. 
Already the fuel supply allowed certain industries has been curtailed 
imder agreement with the United States Fuel Administration and 
further measures to conserve the available supply of coal, fuel oil, 
gas, and electricity may become necessary. 

William Notz 

Washington, D.C. 
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COMMERCIAL BANKING AND CAPITAL FORMATION 

ni 

I. introduction: the problem op liquidity 

In the analysis of the varions ways in which commercial banks 
provide f imds for the business world, which constituted the subject- 
matter of the discussion in the preceding paper/ the question of 
the liquidity of assets was continually pertinent. Detailed dis- 
cussion of this subject was, however, deliberately avoided there in 
the belief that it could best be treated as a separate topic. What 
now is the effect of investment or fixed capital uses of funds upon 
the liquidity of bank assets ? Is the theory underlying our banking 
legislation wrong, or have our banks constantly been in a perilous 
condition, and is it because of investment loaning that we have 
had recurring financial disasters ? In order to make an adequate 
analysis of the problem of liquidity it is necessary to differentiate 
between ordinary times and the occasional periods of great 
financial strain. We shall consider each in turn. 

The theory underlying our commercial banking legislation has 
been, as already noted, that inasmuch as the deposits of com- 
mercial banks are Urgely demand obligations it is necessary for 
such banks to invest their funds mainly in short-time paper grow- 
ing out of genuine commercial operations. With maturities care- 
fully arranged in rotation it is argued that a bank may reasonably 
coimt on having funds coming in each day substantially equal to 
the amoimt going out. The chief difficulty arises of course during 
the periods of seasonal strain, and hence it is good policy to have 
an imusual amoimt of loans falling due at the beginning of such 
seasons. With an extensive and varied conmiercial clientele it is 
believed that a carefully managed bank can get on with a very 
slender margin of reserve for day-to-day "till-money'' purposes.* 

« Journal ofPoHUcal Economy Qune, 1918), pp. 484-508. 

* True, we required fairly laVge minimum reserves under the old national banking 
law, but this was not for till-money purposes. It was rather an ultimate or liquidation 
safety fund. 

70s 
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The test of efficient bank management is to keep the reserve at all 
times as low as possible — consistently of course with safety. 

In the analysis of this problem of liquid assets we shall discuss 
the practice that has developed among the rank and file of efficiently 
managed banks. It will be necessary to confine our attention to the 
period before the establishment of the Federal Reserve System— 
for now liquidity of assets from the standpoint of an individual 
bank is mainly a matter of availability for rediscoimt, while the 
forms of paper that are available for such rediscoimt is merely a 
matter of legal definition. Since it was before the establishment of 
the Federal Reserve System that the theory that commercial paper 
is automatically self-liquidating and that investment paper is inher- 
ently imliquid was elaborated, we must test this doctrine in the 
light of experience before the law conferred special privileges 
upon conmierdal paper. 

n. COMMERCIAL LOANS TO CUSTOMERS NOT A R£LL^L£ 
SECONDARY RESERVE 

To what extent, first, are commercial loans to customers to be 
relied upon as the source of a steady inflow of fimds to a bank ? 
Theoretically, a short-time commercial loan, whether based on a 
specific transaction or on the excess of inflow over outflow of f imds 
within the period of the loan,' is almost certain to be paid at 
maturity, because the use of the fimds during the life of the loan 
automatically creates the means for its repayment. In practice, 
however, we find that commercial loans made to a bank's own 
customers are by no means imiversally liquidated at maturity. In 
the coimtry banks it is not an imcommon practice to grant repeated 
renewals — a loan often being extended for many years.* These 
long extensions do not necessarily indicate that such loans are used 
for investment or that they constitute doubtful assets. They may 
indicate merely a continuous need for borrowed working capital. 
On the part of the bank it is simpler to extend the loan than to 
make a new one; on the part of the borrower it is more convenient 

« See analysis in preceding paper, Journal of PoHtical Economy Qune, 1918), 
pp. 645-48. 

■ I know of one case where a single short-time note was extended seventeen years 
before payment 
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to have thie loan extended than to dean up or liquidate the business 
only to seek another loan the following day. It is probable, how- 
ever, that in the country a considerable percentage of these renewed 
loans is devoted to non-commercial uses. 

Even in the commercial centers renewals of conmierdal loans 
are very common, if not indeed the rule. Well-informed bankers 
have estimated that at least 40 or 50 per cent of unsecured 
loans in the large cities is renewed at maturity. In fact, bankers 
usually grant their customers renewals whenever they ask for an 
extension of time — so long as there are no disquieting developments 
in connection with the borrower's business — ^and with the reserva- 
tion that the customer must pay off his loans entirely at least once 
a year.* This "pay once a year" practice should be constantly 
kept in mind, for it has a very important bearing on the whole 
theory of commercial loaning. 

The reason for renewing short-time loans with such abandon is 
in part the stress of competition between rival banks and in part 
the continuous nature of so many lines of activity. To pay up 
means merely to borrow again immediately, for the business does 
not have sufficient working capital of its own to finance its opera- 
tions. It is more convenient to grant a customer a " line of credit," 
to "rate a borrower" as a $10,000 or a $100,000 safe risk, and to 
force no payments so long as he keeps within the limit that has 
been set. 

This continuous demand for working capital is characteristic 

of many lines of activity. Conspicuous among these, of course, 

are manufacturing, wholesaling, and retailing in staple lines. 

Mr. C. W. Barron states: 

The theory is that a commercial loan based upon consumable products 
liquidates itself. But until the world stops eating and drinking, or wearing 
clothes, or consuming fuel, there is a new note right behind the one liqtiidated 
by the consumable commodities. Across the continent there is a line of sheep 
and a conmierdal note on the tail of each sheep in endless procession. There 
is no fluctuation possible with commercial notes based on consumable com- 
modities unless prices are changed, or the capital of the merchant, or middle- 
man, is expanded.* 

'This reservation is by no means universally enforced. See analysis below, 
pp. 714-22. 

* C. W. Barron, Federal Reserve Act^ pp. 70-71. 
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Perhaps this is piishing a good point somewhat too far, but it is 
roughly applicable to many lines of industry. 

It is not only in the case of large concerns dealing in staple lines 
that the business is not distinctly seasonal; it is equally true with 
the innumerable small retailers and shopmen engaged in general 
merchandising in staple lines. These also have continuous require- 
ments for working capital, much of which is borrowed from banks 
on notes that are repeatedly renewed. 

This point of view must of course not be carried to an extreme. 
It is to be borne in mind that many of these commercial notes are 
paid at maturity. Not all businesses have a continuous need for 
borrowed working capital; and in so far as businesses are seasonal 
commercial loans are not indefinitely renewed and funds do flow 
into the loaning bank at maturity. Reliance on these maturities as 
a secondary reserve is, however, unsatisfactory, owing to the fact 
that the banker can never know, so long as he adheres to the 
policy of renewing loans at the pleasure of the customer (with settle- 
ments once a year at best), just what percentage of the maturities 
of any given date will be paid. Except in the cases where it is 
definitely known that renewals will not be sought,' commercial- 
paper loans are in effect twelve months' loans,* this in accordance 
with the **dean up once a year" practice. In consequence, to 
insure a fairly steady flow of fimds into the banks, the maturity 
dates for, say, three himdred different customers would have to 
be arranged for consecutive da3rs throughout the year, with such 
variations as would be necessary to meet the periodic stresses. 
Such a rotation would, however, be possible only if the businesses 
represented by the three himdred customers chanced to reach 
their respective natural liquidating dates on three hundred differ- 
ent days. Although there are no very precise data bearing on this 
matter, it goes without saying that such is not the happy coincidence 
of affairs. 

' True, the banker reserves the right to refuse a renewal if the loan appears doubt- 
ful; but we are speaking here of the degree of reliance that may typically be placed on 
an inflow of funds from maturing conmierdal loans, not on the means at the disposal 
of the bankers for avoiding ultimate losses. 

' Of course it is not exactly twelve months. Some concerns with distinct seasons 
may be entirely cleaned up for several months. 
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It would be interesting to know to what extent such businesses 
as do pay regularly at maturity furnish the banks with a steady, as 
against an intermittent, flow of fimds. Data on the subject do not 
appear to have been anywhere assembled, but it seems probable that 
the duration of loans to such concerns is long rather than short. 
Businesses dealing in staples are, as we have seen, likely to be 
granted renewals as a matter of convenience, and hence such 
Uquidating of loans as they may make is not spread evenly over the 
year. It would appear, moreover, that the ''pay at maturity" 
businesses would rather be those which are distinctly seasonal — 
with a fairly long production (if it is a manufacturer) and selling 
period and then a considerable interval of slack times during 
which no loans are required. The result of this is that a steady 
flow of fimds into the bank from this source cannot be relied upon 
by any individual bank in any given locality. Manufacturers, for 
instance, generally have to borrow from six to nine or ten months 
for the reason that goods manufactured in January and February, 
for example, are often not purchased by the final customers until 
the following autumn. Banks may loan such concerns on three 
months' paper and renew the paper two or three times; or they 
may, as some banks do, make them six or nine months' loans in 
the first place and be done with it. The time for which a note 
runs, therefore, may or may not throw any light upon the proba- 
bility of its payment at maturity. It is interesting to note in 
this connection that the loans through commercial paper houses, 
where renewals are never granted, are largely of six months' dura- 
tion and seldom of so short a period as three months. 

in. OTHER SECONDARY RESERVES 

We may conclude from the foregoing analysis that the com- 
mercial paper of a bank's own customers is among the least reliable 
of all bank assets as a means of replenishing depleted reserves. 
Further evidence of the truth of this statement may be found in the 
practice that the banks commonly followed, prior to the Federal 
Reserve System, of employing other assets than customers' paper 
as a secondary reserve. Various methods have been used by the 
different banks in this connection; hence the statements which 
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follow cannot be taken as of universal applicability. With any 
given bank one or the other, or a combination of methods, has 
been used. 

In the first place, the small suburban banks do not depend 
upon maturing commercial paper as a secondary reserve for ordi- 
nary requirements but rely upon their established connections with 
the larger banks. These small private and state banking institu^ 
tions as a rule keep small resources of cash on hand and depend 
continuously upon the large commercial banks. They either 
borrow from these affiliated banks directly, or dispose of securities 
in the market, thxis drawing indirectly upon other banks. 

Secondly, a very general practice has developed, particularly 
since the panic of 1907, of using as a secondary reserve paper pur- 
chased through a commercial paper house. A large volume of this 
"purchased paper" is conmionly bought by banks — ^with maturities 
arranged so that limited quantities will mature from day to day to 
meet current cash payments, and larger amoimts will mature in 
periods of heavy demand for accommodation from local borrowers. 
It is estimated that the *' purchased paper" annually held by the 
commercial banks of the United States now amounts to over four 
billion dollars. With this indirect method of loaning, the relation- 
ship between the bank and the borrowers is impersonal, and favors 
in the way of extensions of time are therefore neither asked nor 
expected. Such paper is never renewed, and hence a bank can 
count on funds coming in from its payment at maturity. 

Other methods of securing funds in case of need are rediscoimt- 
ing between banks and interbank borrowing by sundry methods. 
Rediscounting did not develop into a general practice' before 
the Federal Reserve act, owing mainly to the local prejudice of 
customers against having their notes sent to the financial centers. 
It appeared to reflect upon the soundness of the bank if it had to 
borrow from La Salle Street or Wall Street — ^particularly if on the 
security of customers' notes. A much more common practice 
was that of having an official of a bank borrow on his single-name 
note, the funds thus borrowed being deposited in the name of the 
official, who of course would not withdraw the amount until the 

' It was not, however, an uncommcm practice in the South. 
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emergency was passed. A third very common method of mter- 
bank borrowing is selling bonds with an agreement to repurchase 
shortly. This is, in effect, a loan of fimds on the bonds as security, 
though for convenience the bonds are sold outright, no note being 
given. 

Finally, bonds have been extensively used as a secondary 
reserve. Bonds have long enjoyed a vogue among bankers in this 

TABLE I 

Chasacter and Amount of Bonds and Stock 

Investments 

of all national banks* 

United States bonds $ 731,205 

State, county, and municipal bonds 278,180 

Railroad bonds 467,629 

Other public-service coiporation bonds 274,928 

All other bonds 301,503 

Claim warrants 43)8x8 

Judgments 4,703 

Foreign government securities 116,768 

Other foreign securities 40,303 

Stocks 39,272 

Total $2,298,309 

* C0mptrolUr*s RBfort (1916). pp. 166-69. (000 omitted.) 
OF 15450 STATE BANKS t 

United States bonds $ 1,311 

State, coimty, and municipal bonds 31440 

Railroads 2,006 

Bonds of other public-service corporations (in- 
cluding street and interurban railway bonds) 14,809 
Other bonds, stocks, warrants, etc 643,721 

Total $ 693,287 

t/(>i., p.8sa. (000 omitted.) 

connection, and in ordinary times they may be readily sold through 
the machinery afforded by the organized exchanges. The service- 
ability of bonds for this purpose obviously depends upon their 
character, particularly their marketability. Table I shows the 
classification of bonds and stocks for national and state banks. 

It is apparent that in the main bank investments in bonds are of 
high grade as to both security and marketability. It should be 
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understood, moreover, that it is unnecessary for aU such holdings 
to be readily marketable, for the need of additional cash for seasonal 
demands is not imlimited. A margin of readily marketable securi- 
tieSsis all that is required. 

IV. LIQUIDITY OF COLLATERAL LOANS 

Turning now to the liquidity of secured loans, we find that in 
practice the process of repayment of a time collateral loan is very 
similar to what it is with commercial loans. A great many collateral 
loans are paid at maturity from an excess of current income over 
outgo. If the loan is small in amount in comparison with the size 
of the business, pa}anent at maturity can often be made even 
when the fimds are devoted to fixed capital uses. And wherever 
collateral is deposited as a means of procuring working capital, as 
in the case of the imderwriters, bond houses, and stockbrokers, 
such loans can very frequently be paid at maturity. The sale of 
the securities bought with the borrowed funds provides the means 
of payment, just as the sale of goods bought with borrowed funds 
provides the means of pa}anent in the case of comm^dal loans. 
The only diflference, as already noted, is that of the degree of risk 
involved, and hence of the certainty of prompt repayment, in 
the general run of cases. 

But, like the commercial borrower, these financial dealers must 
borrow more or less continuously; though there is doubtless more 
variation than in staple lines of trade. It follows from this that 
renewals are, as in the case of commercial paper, freely granted. 
Available data do not disclose, however, whether the percentage 
of renewals is greater or less here than with commercial paper. 

Where collateral loans are made for margin trading, however, 
the problem of repayment is somewhat different. Here the bor- 
rower is not a middleman engaged in the routine seUing of securities. 
He may sell shortly if the market is favorable, but he may, on the 
other hand, hold his stocks for a considerable period. It is obvi- 
ously because of this indefinite duration of the need for the borrowed 
funds that the broker prefers so commonly to borrow on call. Now 
unless the bank calls the loan we may conclude that as a rule the 
call loan is paid by the sale of securities bought with the borrowed 
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funds. It is thus a self-liquidating operation. But if the loan is 
called by the bank, then the borrower has to pay the loan by borrow- 
ing elsewhere, in which event the funds come from another bank. 

All in all, it is undoubtedly true that time collateral loans 
are more reliable as a secondary reserve than commercial paper 
loans to customers. When an imsecured loan is not paid at matu- 
rity, the bank has no means of converting it into cash. But when 1 
a collateral loan is not paid, the bank has an alternative of disposing ' 
of the collateral in the open market.' The prevailingly lower rates 
on time collateral than on commercial loans in the United States 
attest their superior liquidity. It has often been pointed out that , 
the rates on conmierdal paper in foreign countries are lower than I 
those on collateral, but that in the United States we have had the I 
"anomaly" of prevailingly lower rates on time collateral than on ) 
(self-Uquidating) commercial loans. A sufficient explanation of the 
lower rates on conmierdal paper abroad is the liquidity given to 
commercial paper through the rediscount privileges extended to it 
by the central banks. This Kquidity is therefore an arbitrary 
Kquidity and does not arise from any automatic commercial pro- 
cesses. Similarly, a sufficient reason for the lower rates on time 
collateral in this coimtry prior to the Federal Reserve law is the 
superior market for the conversion of collateral into cash, which is 
afforded by the stock exchange.^ 

V. COMMERCIAL BANKS FURNISH PERMANENT WORKING CAPITAL 

There is a traditional theory that commercial banks make only 
temporary advances to borrowers, that they do not in any sense 
enter into partnership with business and furnish them permanent 
working capital. The facts of modem banking practice do not, 
however, bear out this assumption. In the foregoing discussion of 
secondary reserves we found that in many cases loans were repeat- 
edly renewed, and that if settlements were made they were made 

* It is often unwise for a banker to enforce this right, however, for he cannot 
afford to offend his customers needlessly. Close competition tends in many cases to 
render the banker timid in the matter of selling out a borrower. 

« See Earl P. Carman, "The Change in Credit Methods Made Necessary by the 
Federal Reserve Act," Commercial and Financial Chronicle (1915), pp. 1396-97. 
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only once a year. In practice we find that concerns in staple lines 
very frequently do not completely liquidate at any time with their 
banker. 

THE INDIVIDUAL BANK AND WORKING CAPITAL 

Table II shows the monthly loans of a representative group of 
medium-sized concerns which borrow from a large Chicago bank. 

The figures for the jobbing concern show that the jobber is able 
to dean up entirely every year as his activities are more of a seasonal 
nature than are those in the other lines.' Other concerns, on which 
I have data, which entirely liquidate are: brush manufacturer; 
printer and engraver; manufacturer of men's neckwear; jewelry 
jobber; lumber manufacturer. It is a common principle among 
the larger banks, however, that the smaller retailers should not 
borrow from the banks except for temporary extraordinary require- 
ments — that they should have enough capital of their own to 
finance their normal operations. The smaller banks, however, often 
carry the little retailers continuously;* and very commonly the 
retailers are carried continuously by the wholesalers. Nystrom 
says, "while retailers are always paying up their debts to whole- 
salers, their purchases in advance of payments always run up 
into the hundreds of millions of dollars."^ He adds that the 
average amoimt of credit granted to retailers is estimated at from 
$400,000,000 to $750,000,000. The wholesalers, moreover, borrow 
heavily and more or less continuously from the commercial banks; 
hence the banks indirectly largely finance the marketing process 
as a whole. 

How far American bankers have departed from the practice of 
lending only on the basis of specific, completed transactions, and 
how they now emphatically ally themselves with businesses in a 
more or less permanent way, may be imderstood by reference to the 

' Medium-sized concerns are used here because the large establishments borrow 
from so many sources that the figures from a single bank reveal nothing. For borrow- 
ings of larger concerns through conunerdal paper houses see below, pp. 719-20. 

■ It is important to note in this connection that the large banks do not escape 
the re^wnsibility of this permanent carrying of the retailers, for the smaller banks 
look to their correspondents, the larger banks, for accommodation when reserves 
are low. 

< Economics of RetaUimgy p. 36. 
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TABLE n 
Monthly Indebtedness of Representative Bor&owers from Banks* 

WHOUBSAIB OKOCEKt 

Net worth zgxji, $640,000 
Net worth 19x8, 970,000 



X913 



X914 



19x5 



X9z6 



X9X7 



January. . . 
February. . 

March 

April 

May 

Tunc 

July 

August 

September. 
October. . . . 
November. 
December.. 



i8s 
192 
172 
130 
120 
118 

"S 
122 

151 
144 
144 
162 



120 
71 
47 
32 
30 



27 
55 
63 
57 



53 

34 

17 

5 

3 

102 

100 

150 

150 

ISO 

150 

75 



50 



50 

50 

50 

50 

100 

100 

100 



100 
100 



50 

50 

100 

50 
50 
100 
100 
150 
175 
200 
200 
150 



CAMlfXR Of iRuira, Rat 

Net worth X 913, $ 790,000 
Net worth X918, x, 049,000 



January. . 
February. 

March 

April 

May 

June 

July 

August. . . 
September 
October . . 
November 
December. 



65 

85 

100 

100 

85 
100 

"5 
"5 
120 

130 
150 
ISO 



185 
190 
185 
i6s 
135 
100 

90 
40 
40 

45 
45 
40 



SO 
95 
95 
80 

75 

70 

70 

70 

80 

130 

140 

105 



105 

100 

105 
90 

95 
60 


215 
185 

75 








35 
80 






120 

155 
180 


105 
70 



itANuvAcniunt of men's clothing 

Net worth X9Xji, $300,000 
Net worth X9X8, 350,000 



January. . . 
February . . 
March. . . . 

April 

May 

June 

July 

August 

September. 
October. . . 
November. 
December.. 



10 
20 
50 
50 



25 
50 
SO 
35 
35 
50 



50 
100 
loo 
65 
SO 
SO 
50 
SO 
70 
70 
70 
70 



100 
"5 
150 
ISO 
150 
ISO 
ISO 
200 
200 
200 
180 
180 



150 
200 
200 
175 
175 
150 
150 
125 
175 
175 
ISO 
150 



* The figures represeitt dolkrs, 000 beiiig omitted from each amount. The names of the ooacems 
were furnished in confi d ence, hence they cannot be published. 

t Also borrows elsewhere. X Began to use bxoker in 19x7. 
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TABLE 11— Continued 

ICAMTTFACTUKBR Or PAINTS 

Net worth 19x3, $190,000 
Net worth xqxS, 370,000 



Months 



19x3 



X914 



19x5 



X9x6 



19x7 



January. . 
February. 

March 

April 



June 

July 

August 

September. 
October. . . . 
November. 
December. 



20 
45 
65 
65 
60 
60 
40 
20 
10 
5 



5 

10 
60 
65 
6S 
60 

45 
40 
35 
IS 
10 

25 



35 
60 
70 

75 
70 
50 
40 

25 
20 

15 
15 
35 



55 

75 

100 

105 
95 
85 
65 
50 
35 
30 
35 
45 



70 

90 

"5 

135 

"5 

95 

65 

50 

35 

30 

45 

50 



JOBBOt IN HIDIS, WOOL* ETC 

Net worth xgxa, $ 97S»ooo 
Net worth xozS, x, 635,000 



January. . . 
February. . 

March 

April 

May 

June 

July 

August 

September. 
October . . . 
November. 
December. . 



125 
85 
60 



25 
172 
223 

245 
172 
169 
177 



195 
151 
120 

71 
71 
163 
289 
312 
315 
176 
78 
126 



197 
71 



25 

62 

286 

239 

132 

107 

27 

27 



SO 
259 
289 
289 
318 
391 
341 



244 
264 

131 

80 

40 

104 

209 

80 



z6 
157 



following extracts describing the industrial service department of 
the National City Bank of New York. Mr. Schwedtman, vice- 
president of the bank, states: 

A large part of our commercial life is operated upon an industrial basis 
and the banks of the country must organize themselves to render credit- 
extension service sufficiently interpreted in terms of plant and equipment, per- 
sonnel of officers, labor conditions in the factory, type and quality of product, 
profit and loss based on scientific cost. 

The industrial service department hopes to place the emphasis 
m its relation with clients on better methods of doing business 
and on the necessity of scientific cost keeping and more efiident 
management. 
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That a business today is prosperous and can show a favorable balance sheet, 
that it now enjoys the best of credit locally and is by all who have relations 
with it held in high esteem, is certainly useful information; but it is by no 
means assurance positive that two, five, or ten years hence that business will 
still be in the running. Every institution, even as every individual, contains 
within itself the potentiality of better things or worse, and just as the sea is 
always calmest immediately before a storm, so the business apparently smooth 
and serene today may tomorrow or a year hence begin to develc^ the disorders 
which foretell the coming decline. The trained industrialist is not deceived 
by surface indications, but, like the skilled navigator, is able to look through 
and beyond and perceive an impending crisis in affairs long before there are 
Ixx^ evidences of it. 

The service must not, however, be merely preventive. It must 

at the same time furnish remedial advice, to the end that industries, although 
temporarily in a difficult position, may be helped into better financial standing 
and thus in due course become profitable and in line for definite extension of 
credit.' 

The following statement presents the view of a New York 
banker with reference to the annual liquidation of borrowers' 
indebtedness:' 

The theory of business enterprise and finance would seem to require that 
the average business concern should liquidate its indebtedness to banks at least 
once a year. In pracUce this is seldom possible except in lines of business in 
which there is, say, but one or possibly two definite seasons. For example, the 
cotton seed oil and the beet sugar business occur to me as two lines of endeavor 
in which it is quite customary for a concern to " clean up " its bank indebtedness 
each year. The raw wool business is another. These are businesses, however, 
in which there is but one season, and it is the natural thing for concerns engaged 
in them to get out of debt at the end of the season and stay out until the 
next season arrives. Many shrewdly managed manufacturing concerns, 
principally those having a constantly tiuming business, do not go entirely out 
of debt, however, at any time. They may reduce their debt by substantial 
amounts and evidence the liquidity of their affairs in many ways, but they do 
not manage or care to ''dean up'' entirely. Many others do not even make 
the attempt. It should naturally follow in such cases that the owners of such 
businesses should increase the amount of permanent paid-in capital. Often- 
times, however, biisiness managers hestitate to increase capitalization for fear 
the control of a business may slip out of their hands, and hold off as long as 
possible. There are many other reasons why biisiness managers sometimes 
hesitate to increase the capital of a business when they ought to do so. But 

' See The AmericaSy III, No. 10 (July, 1917), p. 9. 
'Personal letter to the writer. 
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the mere fact that a concern should have additional capital does not necessarily 
mean that a biisiness is not being managed properly. The bankers endeavor 
to consider every factor. In other words, it is impossible to place business 
concerns in but two classes: (i) the concern which cleans up each year and 
has ample capital resources; and (2) the concern which is ^ort of working 
capital and therefore undeserving of banking accommodations. There are 
many grades and degrees of financial standing and banks find they must con- 
sider many factors. 

These statements clearly indicate that the bank expects to tie 
itself up more or less {>ermanently with its customers and to extend 
them continuous lines of credit, subject of course to some variations 
in amoimts as seasons change It certainly does not indicate a 
relationship in which the bank is merely to make temporary 
advances, extending each individual loan on its individual merits. 
Indeed, the sort of anals^sis required is not very different in its 
essentials from that made in connection with long-term credit 
extension. It should be added that this making of continuous 
loans does not in any way indicate insolvency on the part of the 
borrowers or that the analysis of the assets and liabilities has 
been faulty. The business may be solvent but unable to reduce 
all assets to cash without suspension as a going concern. 

It is thus apparent that there are two ways of borrowing ca^Htal: 
one through the sale of stocks, bonds, short-time notes, etc.; the 
other by loans in i>erpetuity from conunerdal banks. As long as 
commercial banks have some cash resources constantly flowing in 
from deposits and some from payments of loans at maturity, and a 
good secondary reserve which can be converted into cash through 
the process of selling or borrowing from other banks as occasion 
demands, there ap{>ears to be no good reason why they should not 
make loans of a {>ermanent nature' to well-organized and carefully 
managed businesses. 

THE BANXmC SYSTEM AND WORKING CAPFTAL 

A much clearer understanding may be gained of the relation of 
commercial banks to the supply of working capital if we now shift 
our attention from the individual conmiercial bank to conmiercial 

' ' It should be recalled here that the loans thus made are used in the general 
business and are hence not exclusively working capital. The validity of the distinction 
between working and fixed capital under the conditions of modem business wUl be 
discussed in another connection. 
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banks in general. It will be found that the banking system very 
emphatically furnishes permanent working capital to business. 
The annual liquidation of his indebtedness which a borrower 
makes with his individual bank is often but nominal so far as the 
S5rstem as a whole is concerned; he may pay his loans to a given /•, 
bank without reducing the loans of the banking system in general. * 
For instance, it is often convenient to have two bankers and settle 
with one by borrowing from the other. This practice has been 
very conmion in the past, though it appears to have been much 
reduced in recent years. 

A more conmion device is that of borrowing the fimds to 
liquidate with one's own bank through the intermediation of a 
conmierdal paper house. It should be noted that to accomplish 
the desired results it is not necessary to wait \mtil the maturity of 
the loan and then borrow through a broker the fimds to pay the 
matured loans; it may be accomplished gradually. If a loan is due 
in November, one can borrow in September through a commercial 
paper house funds to be devoted to new financing while preparing to 
meet the payment at the bank in November from maturing trade 
bills. I should not wish to make too strong a statement in this con- 
nection, for it is not a universal custom; nor do I wish to be imder- 
stood as condemning the practice. It is merely an evidence of the I 
continuous need for borrowed funds in many lines and of the prac- ' 
tical necessity for the commercial banks as a whole to make {>erma- 
nent loans to such businesses. In many cases it is impossible for a 
business to turn sufficient of its assets into cash at one time to 
liquidate its entire short-term indebtedness to banks without 
seriously deranging its affairs and producing a chain of imf ortimate 
effects throughout related industries. Non-seasonal industries! 
must borrow continuously from banks, periodically shut up shop, 
or else confine their oi>erations to a cash basis. 

A concrete illustration of the inability of the great staple lines to 
liquidate their obligations with banks as a whole may be taken from 
the packing industry. Loans to packers had alwas^s been con- 
sidered extremely liquid, and when, in 1907, the Chicago banks 
were desirous of replenishing their reserves they asked Mr. Armour 
to liquidate his loans. Mr. Armour replied, "What! I who am 
liquidating the country and taking the cattle, sheep, and hogs that 
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are being daily sent to market to liquidate bank loans ! I who am 
pushing pork and beef over to Europe for money, must ciui:ail! 
Gentlemen, I am the liquidator! What would be the condition 
of your bank loans if I turned these cattle back to the farms ?"' 

Now it is true that any particular packing-house note is liquid. 
It will be paid whenever a bank desires — even before maturity, it is 
said, as a matter of accommodation to a bank in need of funds. 
But such payments are largely effected through a shifting process, 
for the loan from bank A that is paid promptly reappears as a loan 
from bank B, the company having borrowed from bank B through 
the intermediation of a commercial paper house.^ Attention should 
be directed at this place to the fact that it is usually understood 
between the commercial paper house and the borrower that if it 
is inconvenient for the latter to pay with his own funds the. note 
when it matures, or if he does not or cannot borrow the means 
from his own bank, the broker will secure for him a new loan else- 
where. Although the payment of such loans is thus usually ef- 
fected by means of new borrowing elsewhere, with the result that 
no reduction in the total of credit extended by banks is secured, 
there has nevertheless been a replenishment of resources as viewed 
from the standpoint of individual banks. 

But while any particular packing-house loan is thus liquid, it is 
an entirely different matter when it comes to liquidating all of them 
at once. Banks— if not a single bank — ^furnish permanent working 
capital to the packers, and it would be impossible for the packing- 
hpuses to liquidate all their loans without disrupting the entire 
live-stock industry. According to Mr. Armour's testimony no 
very considerable reduction of packers' loans from banks can at 
any time be effected. 

' Quoted by C. W. Barron, op, cU. 

' It may be noted here that in borrowing permanent working capital from the com- 
mercial banks the packers are enabled to secure funds for continuous use at lower 
rates than would be possible if they borrowed these funds through the issue of bonds 
or short-term notes. In normal times the packers would have to pay a rate of interest 
on bonds or short-term notes of 5 per cent or more. But when they borrow the same 
fimds from the commercial banks they are enabled to get them in ordinary times for 
about 4 per cent. Conmiercial banks will make their most favorable rates to the 
packers because from the point of view of any given bank a packing-house note when 
purchased through a commercial paper house is unusually liquid by virtue of the 
willingness of the packers, as indicated above, to pay the loan even before maturity if 
desired. 
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Table UI shows the maximum and mim'mnm mdebtedness to 
banks of a representative list of concerns which borrowed through 



TABLE m 

MaXDCUH and MlNDfUM INDEBTEDNESS OF TYPICAL BORKOWERS THROUGH 

Commercial Paper Houses* 





Max. 


Mm. 


Max. 


MiN. 


Max. 


Min. 


Max. 


Min. 




Packer No. 1 


PM^erNo. a 


Department Store 


Farm Machinery 


I9I3... 
I9I4. . . 
I9I5... 

I9I6. . . 

I9I7... 


2,000 
i,iao 

3,915 
3,720 

8,117 


aSo 
80 

1,375 
2,280 

4425 


800 

1,600 
1,000 
1,510 












275 
100 

250 










400 

Hi 


300 
350 
300 






100 
300 






Wholesale Diy Goods 
N0.1 


Wholesale Dry Goods 
No. J 


Wholesale Dry Goods 
No. 3 


Underwear Manu- 
facturer 


I9I3... 
I9I4. . . 
1915... 

I9I6. . . 

I9I7... 


400 

SOO 

950 

1,000 

1,200 


300 
400 
200 


570 
250 
285 
650 

765 


95 
100 

"5 
120 


885 

745 

1435 

1,650 

2,735 


200 
440 

345 
975 
990 






50 

40 

100 

240 


IS 
25 




Automobil* Mami- 
factnrer 


AatoTiies, AD Kinds 
of Rubber Goods 


Suigical Supplies 


Fud, Ice, and Building 


lOIA. . . 


















lOIA. . . 






781 
2,205 

4,815 
6,655 




60 








I9I5 . . . 












IOI6. . . 






2,8x5 
4,31s 


220 
767 


30 
50 


435 
392 


175 
142 


I9I7... 


4,700 


1,200 




MaU Order House 


Dealer in Raw and 
Dressed Fur 


Tanner 


Manufacturer of 
Furniture 


lOI^. . . 






355 
335 
210 

245 
395 


85 
180 

135 


560 
450 
490 
630 
1,080 


210 
150 
335 
305 
420 






I9I4. . . 
1915... 
I9I6... 
I9I7... 


lASS 
765 
755 

1,060 


330 
535 
545 
610 


11 

300 
360 


90 

215 , 




Wholesale Grocer 


Manufacturer of Soaps 
andPerfomes 


Whdesale Spices and 
Coffee 




I9I3... 
I9I4. . . 
1915... 

I9I6... 
I9I7... 


i,6os 
1,165 

96s 
1,240 
1,635 


980 

415 
420 

475 
790 


602 
630 
317 
150 
475 


260 
297 
100 

75 
140 




. 


2,690 
800 

3435 
4,600 

5,545 




400 
380 
420 
270 


140 
"5 
130 
152 


880 

1425 
2,900 



*The figures r e pr es en t dollars, ooo being omitted from each 

companies were fumdshedM confidence, hence tney cannot be published. 



amount. The names of the Tarious 
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commercial paper houses during the last five years. Most of them 
are large concerns. The list of concerns given has been chosen at 
random and may be fairly regarded as typical. These figures do 
not tell the whole story because they do not show the total bor- 
rowings of these concerns from all sources, which would include 
both their own banks and commercial paper houses. It is not 
improbable that in some cases the partial liquidation that takes 
place is effected by larger borrowings at that time from their own 
banks. This possibility, however, should not be emphasized too 
strongly, for there are imdoubtedly some seasonal variations in 
most of these lines. The figures as they stand, however, show con- 
clusively that most businesses do not annually liquidate their 
indebtedness to banks.' 

It is apparent from the foregoing analysis that with any 
particular bank a not inconsiderable {>ercentage of the so-called 
commercial loans are periodically renewed. It is clear also that 
the theory that commercial banks mSkt only temporary advances 
to business men, that they do not furnish them with perma- 
nent working capital, is ill foimded in fact. In a great many 
lines of business individual commercial banks supply {>erma- 
nent working capital to their customers, while the commercial 
banking system suj^lies permanent working capital to most lines of 
industry. The erroneous doctrine that has prevailed in this con- 
nection is attributable partly to ignorance of banking practice and 
partly to the method commonly employed in banking study of 
isolating the individual bank for consideration and ignoring the 
existence of the banking system.* 

' It is worthy of note in this connection that it has also been the theory that 
borrowers should "clean up" at least once a year with commercial paper houses as 
well as with their own banks. It should be stated here, however, that the great rise 
of prices since I9i4,has tended to increase the minimum indebtedness. 

' In connection with this question of permanent or continuous loans of working 
capital it would be interesting to know to what extent the total of unsecured loans 
made by all commercial banks varies from one call of the comptroller to another. 
Data on this point are, however, not available. Do the periods of heavy demand in 
certain trades coincide with^ periods of slack demand in others so that the total 
of all such loans varies but little? Accurate data on this question would un- 
doubtedly show wide variations in the totals for particular banks and considerable 
variations for different sections of the country in consequence of seasonal changes; 
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Finally it should be emphasized that in ordinary times the 
problem of liquidity is not a problem of maturing loans so much 
as it is a problem of shifting assets to other banks in exchange 
for cash. If one bank can always get help from another in case 
of trouble, there is no necessity of relying upon maturing loans. 
In fact, it is now everywhere recognized in banking circles that the 
way to attain the minimum in the matter of reserves is not by rely- 
ing upon maturities' but by maintaining a considerable quantity of 
assets that can be shifted to other banks before maturity as necessity 
may require. Liquidity is tantamount to shiftability. 

VI. LIQUIDITY IN TIMES OF CRISIS 

On the occasions of great financial strain or crisis the problem of 
converting assets into cash is very different from what it is in 
ordin^ary times or in {>eriods of seasonal stress. Again basing our 
conclusions on banking experience before the passage of the Federal 
Reserve act, we find that in 'time of crisis almost none of the assets 
of our banks are liquid in the sense that maturing obligations can 
be used to replenish reserves, and that so far as there is any liquidity 
at all it is the result of inter-bank accommodations. 

Let us consider first the conmierdal paper of customers. When 
a crisis has reached an acute stage, it is absolutely impossible for a 
bank to compel any considerable number of loans to its customers 
to be paid. Renewals are certain to be almost universally de- 
manded. Indeed it is a very first principle that the bank's cus- 
tomers must be "carried'' in a time of stress. Moreover, there is 



as, indeed, the statistics of currency movements reveal. But for all commercial 
banks, in a country of so vast an area and of such diversity of occupations as the 
United States, it is doubtful if any great variations in the total of non-collateral 
loans would be shown during the course of any normal year. The statistics for all 
loans, secured as well as unsecured, from one caU to the next show remarkably little 
change — a fairly steady growth in the total of the loans item marking the successive 
abstracts of condition. This cannot be used to prove anything, however, since the 
variations in the demand for commercial funds might merely be offset by correspond- 
ing and resulting variations in the amount of speculative collateral loans. 

' In the case of purchased paper we shall later see that the payments at maturity 
to bank A are usually made possible by increased loans from bank B. See below, 
pp. 724-25. Under the Federal Reserve System it is of course apparent that 
liquidity is a question of 'shiftability to the Federal Reserve banks. 
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an enormously increased demand for acconmiodation at such a time. 
It is a mere truism that the fimdamental need in time of crisis is to 
expand loans, for to contract them is to precipitate a panic at once. 
It is one of the most surprising of the many inconsistencies in 
financial literature that so many writers insist upon the need for 
expanding loans in time of crisis and yet argue in other connections 
that conmierdal pai>er is a liquid asset which is indispensable for the 
safety of the credit structure in periods of acute financial strain.* 

Banks have long recognized the utter unreliability of com- 
mercial loans to customers as a secondary reserve for crises, and 
have in various ways attempted to substitute other assets for 
conmierdal pa{>er as the secondary reserve. P24>er bought through 
brokers has enjoyed much vogue in recent years. Many banks 
with such paper maturing diiring the crisis of 1907 obtained 
cash through its payment at maturity. Of course a practical 
difficulty in connection with such paper is a lack of knowl- 
edge as to when a crisis is to occur. Without such knowledge the 
number of maturities dining the crisis i>eriod is a mere matter of 
chance. It is to be noted, moreover, that from the standpoint of the 
entire banking system such payments in no wise reduce the total 
bank loans. Bank X, in Chicago, having piu-chased paper from 
Mr. A, in Pittsburgh, receives through its payment an increase of 
cash resources. But is there any more reason for believing that 
Mr. A is in a better position to liquidate his business than he would 
have been had he secured this loan from his regular Pittsburgh 
bank? No, he must be carried by banks somewhere, if not by 
bank X, in Chicago. To pay his loan in Chicago A is therefore 
compelled to borrow from his regular Pittsburgh bank,' and so 
far as the banking system as a whole is; concerned there has been 
no liquidation of indebtedness. Only in so far as this bank in 

' That this notion has in no wise been allayed is clear from a perusal of recent 
finandal articles and of the Federal Reserve Bulletin, Since the discussion attending 
the passage of the Federal Reserve System it appears to have become an idle fixe 
that commercial paper is self-liquidating, even in times of crisis, and that investment 
paper is seldom if ever liquid. 

' The broker's agreement to sell A's notes elsewhere of course can seldom be kept 
in a time of crisis because the market for such paper is then stagnant. A's only 
recourse, therefore, is to seek acaunmodation from his regular bonk. 
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Pittsburgh might chance to be less hard pressed than the bank in 
Chicago would this shifting of indebtedness be of benefit.' We 
may conclude, therefore, that purchased paper is little better 
than any other commercial pai>er when viewed from the standpoint 
of the banking system rather than from the standpoint of any 
single bank. 

Time collateral loans have never been regarded by the banks as 
particularly liquid in time of crisis. In only a few cases would it 
be possible for borrowers to pay at maturity such loans as chance 
to matiu-e during the period of stress. True, a bank has the 
alternative of selling the collateral rather than renewing the loan 
(though fear of losing a customer is often a strong deterrent to such 
action), and there is a slight advantage in this — dependent of course 
upon the extent to which such collateral can be disposed of in the 
market. But as the problems here are identical with those con- 
nected with call loans the two may conveniently be treated together. 

It took a long experience indeed for the New York banks' finally 
to realize that call loans possess no considerable convertibility into 
cash in time of crisis. As viewed by the individual bank, call 
loans appeared to possess ideal liquidity, being terminable at the I 
will of the bank and safeguarded by an ample margin of readily 
marketable securities. This situation, as we have seen, gives in 
ordinary times a large amount of flexibility to the banking system, 
but in time of crisis it is powerless to give any considerable relief. 
Usually the borrower on call cannot pay in time of crisis, and the 
banks therefore must attempt to sell the collateral. But when all 
banks are endeavoring to sell collateral and none wish to buy,^ the 

' It is to be noted in this connection also that the more universal this practice 
of holding ''piirchased paper" as a secondary reserve becomes the less possible does it 
become for all banks to procure funds from its pa3anent at maturity. When only a 
relatively few banks have such paper, they may replenish reserves by drawing the 
funds from other banks. The more nearly all banks come to rely upon this device 
the less can each gain thereby. 

• The call-loan maiket exists only in New York, but the whole banking structure 
has been in considerable measure dependent upon it owing to the concentration of 
cash resources in New York, which are callable at the option of depositing banks. 

3 Individuals are in a temper to buy few bonds or stock at such a time, and to the 
extent that they do buy they must draw the fimds for the purpose from some banks 
somewhere in the system. 
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market for securities is automatically rendered stagnant. The 
experience of 1907 is too well known to require further statement 
on this point. 

Investment in bonds for a secondary reserve for crises has also 
had its period of popularity in banking circles, and its impotence 
' ^ has been but slowly revealed, owing to the persistence with which 

^ w^ / most bankers refuse to look at the system as a whole. Such invest- 
ments are of course practically analogous to collateral; they can be 
disposed of only to other banks. When all banks are subjected 
to pressure for heavy additional accommodations, the relief that 
can thus be afforded is virtually negligible.' 
I Our own banking experience, as well as that of all other 

coimtries, has taught with the greatest possible conclusiveness that 
ability to pass through a crisis without suspension of specie pay- 
ments and widespread credit disruption rests not upon the ability 
\ of the banks to convert assets into cash — that is, upon the liquidity 

of bank assets. It rests upon the ability either to draw upon unused 
reservoirs of reserves or to create new forms of reserve money 
that can be used as a basis for an expansion of loans. When once an 
"■^acute crisis has developed, a panic can never be averted by liquida- 
tion. It is true that after our panics the liquidation that was 
effected, or the replenishment of bank reserves that soon occurred, 
resulted more largely from a payment of commercial loans that 
were then not renewed than from a reduction of the investment 
loans of commercial banks, but this is quite a different problem. 
Liquidation of commercial loans after a panic is not a jneans of pre- 
venting panic; indeed it is rather a liquidation that has resulted 
from the rude shock to business enterprise that the panic itself 
caused. 

Let us see, however, if in the initial stages of a developing 
crisis commercial loans may not afford a means of retrenchment 
that will insure a return to normal conditions without an interreg- 
num of financial disaster. If a conservative commercial loaning 
policy is pursued by the banks at such a time, the result is, first, 
a larger margin of reserves in the banks, and, secondly, a reduction 

' See Hollander, "Security Holdings of National Banks/' American Economic 
Renew, HL (1913)1 793-814. 
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in the voliime of output of industry — a general slowing down of 
the existing productive equipment of society, and hence of the 
flow of goods from producer to consimier. The first of these results 
places the banks in a better position to stand a subsequent heavy 
strain. The second is supposed to reduce the danger of subsequent 
tension or commercial crisis. A rapid reduction of commercial 
loaps, however, is certain to meet with strong opposition from the 
business world, whose tone is so characteristically optimistic in 
times of expansion. Many business men may be foimd who will 
coimsel a less rapid rate of expansion of business; but there are few 
indeed, even among bankers, who would wish an actual reduction. 
Moreover, from the standpoint of those in control it is recognized 
that Af apid reduction in the volimie of business is likely to do much 
harm by virtue of its very suddenness. The proof that substantial 
liquidations have seldom been effected through the agency of the ;2l - 
banking machinery when the economic cycle is on its strong upward 
swing is foimd in the fact that expansion generally proceeds in the 
absence of fortuitous events to the stage of acute crisis — ^when 
financial disruption may be avoided only by a rapid expansion of 
accoiomodations, leaving the liquidation to be automatically 
achieved in the period of depression which follows. ) 

Under decentralized, independent banking it has never been 
possible for banks to avert a crisis through a restriction of com- 
mercial loans. And in the countries that have had centralized 
control it has usually been only the panic stage that has been 
avoided — and this by a temporary expansion of loans, or at least a 
declaration that all desiring loans for legitimate commercial pur- 
poses would be accommodated. True, the raising of the interest 
rate discourages imnecessary borrowing at the same time that it 
attracts additional reserve money from other countries; but this 
in practice has more often been an alleviative rather than a pre- 
ventive of a critical condition. 

The increasing of the interest rate as a means of preventing 
crises merits further discussion. It is obvious that if our Federal 
Reserve Board should be far-visioned enough to note the signs 
of a crisis a year or so before its actual occurrence the interest 
rate could be raised sufficiently to halt the crisis in its incipient 
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stages. Now it is assiimed in current arguments on the liquid 
nature of commercial paper that it b only through commercial 
loans that our banks may bring such a retrenchment. Let us see. 
The curtailing of commercial loans results in lessening the volimie 
of output of the existing capital equipment of society; it causes 
factories to run on part time and thereby reduces the flow of com- 
mercial goods from producer to consimier. We can in this way 
call a quick halt to trade; but it must be recalled that in the 
exercise of the assumed foresight we are interested, not in quick 
retrenchment, but rather in a gradual lessening of the rate of 
expansion. And this rate of expansion is more a problem of indus- 
try than of commerce. That is to say, business recovery from a 
period of depression is at first a matter of speeding-up existing 
equipment, but it soon becomes a matter of new construction of 
fixed capital; and incipient trouble would seldom arise imtil this 
stage of new building was well under way. If restriction of com- 
mercial loans, therefore, is to secure a real liquidation of business, 
it must slacken the rate of industrial expansion so that after an 
interval the fixed capital of society will have been readjusted to 
industrial requirements. Now a checking of commercial loans by 
raising the interest rate will shortly produce this result; for if 
existing equipment cannot find full employment new enterprise 
will be halted because of a lack of profit incentive. 

But could not the same result be accomplished through a 
restriction of investment loans directly? Certain short-term 
investment loans are paid, from time to time, as we have seen, 
and a certain {>ercentage of long-term investments is moreover 
always falling due. There is also a normal growth of investment 
business that is ordinarily financed by commercial banks. Sup- 
pose now that in a i>eriod of great expansion loans for this new 
financing are refused, or at least kept within conservative boimds. 
Would we not thereby secure a retardation of the rate of industrial 
expansion quite as well as before? Could not the development 
of new capital be thus checked without first restricting the output 
of existing equipment ? Although without strong convictions in 
this connection I venture a tentative opinion that such a method 
would effect the desired readjustment with less shock and hence 
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more satisfactorily than would the method of curtailing com- 
mercial loans. 

In practice, however, reliance need not be placed entirely on 
such a method of restriction. If the foresight of the Federal 
Reserve Board proves at any time to have been inadequate to 
accomplish the desired retrenchment by a curtailing of investment, 
and a critical condition in consequence develops, the opportunity 
of raising the rate on the commercial loans still affords a means of 
suddenly appljdng the brakes; for commercial banks supply loans 
for coromerdal purposes even when they are at the same time 
making loans for investment uses. It would seem therefore that 
the doctrine that commercial banks should confine their activities 
largely, if not exclusively, to commercial loans as a means of avoid- 
ing undue expansion of industry is ill advised. 

This discussion of the relation of commercial loans to the eco- 
nomic crisis touches at one point the problem of the economic cycle. 
It should be borne in mind by the reader, however, that no attempt 
has been made here to study the general theory of business cycles.^ 
The argument given is merely a refutation of the doctrine that it is I 
only by a curtailment of commercial loans that the business pace! 
may be slackened through central control of the interest rate. It 
should {>erhaps be stated also that the present analysis has no 
bearing upon the causes of trade expansion or depression. May 
it be added here also that the widespread doctrine that investment 
loaning by commercial banks is the prime cause of financial crises 
does not square in the least with Mitchell's theory of business 
cycles? 

Vn. RECAPITULATION 

The argument of this and the preceding article' may be recapitu- 
lated as follows: 

I. The commercial banking system advances fimds to the busi- 
ness' world for both working and fixed capital uses. The statistics 
of all commercial banks show that something like 50 per cent of all 
loans is devoted to investment uses; and that in the ne^borhood 
of two-thirds of all the credit extended by commercial banks goes 
for fixed rather than working capital. 

' Journal of PoUHcal Economy (June, 1918), pp. 484-508. 
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2. In the process of making loans for both fixed and working 
capital uses the mechanism of commercial banking makes possible 
an expansion of cash resoxirces in the ratio of approximately i6 to i. 

3. The problem of maintaining liquidity in ordinary times 
may be summarized as follows: (a) An individual bank does not 
place reliance to any great extent upon maturing obligations; 
liquidity is rather a matter of shifting assets to other banks in 
exchange for reserve fimds. The result of this practice is to 
enable banks to maintain solvency with a much smaller ratio of 
reserves than would otherwise be necessary, (b) The commercial 
paper of a bank's own customers is thus among the least reliable 
forms of secondary reserve. It cannot be counted upon to furnish 
a steady inflow of fimds from payments at maturity; it cannot 
readily be shifted to other banks, (c) Paj)er purchased through 
commercial paper houses is more reliable, owing to the practice of 
never granting renewals. Indirectly it thus enables any given 
bank to secure funds at date of matiirity. (d) Among the most 
shif table, and hence among the most litjuid, of assets are bonds and 
stocks, both as direct investments and as collateral. The develop- 
ment of the corporate form of enterprise has largely imdermined 
the theory of conmierdal banking as elaborated to fit the conditions 
of early nineteenth-century England. The share and bond as 
claims to fixed capital have a ready transferability; indeed the 
active securities that are listed on the exchanges have in normal 
times an almost instantaneous convertibility into cash. The result 
is that securities are from the standpoint of any individual bank 
incomparably more liquid in ordinary times than conmiercial paj)er 
of customers — assuming that no special machinery, such as reserve 
banks, has been developed to j)ermit the same shifting of conmier- 
cial paper. 

4. The conclusions on the question of liquidity of bank assets 
in time of crisis are as follows: (a) none of the forms of bank 
assets can be counted on to furnish an inflow of funds at the banks 
through payment at maturity. (6) Because of the heavy demands 
of additional loans from customers everywhere, and the general 
depletion of bank reserves, little shifting of assets is possible, (c) A 
time of crisis reveals that the banks are tied up in a S5rstem; 
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that the banks as a whole must carry business as a whole; and 
that when the strain on all banks is heavy, the additional reserve 
funds required can be secured only by attracting them from other 
countries or by the manufacture of new forms of reserve money. 

5. A curtailment of commercial loans through high interest 
rates has no advantage over a curtailment of investment loans as a 
means of checking the rate of industrial expansion in the incipient 
stages of a crisis. In any event the existence of investment loans 
does not preclude the possibility of checking expansion by curtail- 
'ing conmierdal loans. 

6. As by-products of this study of liquidity we find that indi- 
vidual commercial banks not uncommonly supply permanent 
working capital to their customers and that the conmiercial bank- 
ing system, through the shifting process described, supplies perma- 
nent working capital to most lines of industry. 

The broader conclusions that are to be drawn from this entire 
study of the nature of modem conmierdal banking cannot be 
briefly indicated. It may merely be stated here that this analysis 
has a very important bearing upon the theory \mderl3dng the 
Federal Reserve act and upon the practical policies that are being 
formulated by the Federal Reserve Board; and that it may be 
made to throw some light upon that important problem of general 
economic theory, the rapidity with which sodety as a whole makes 
provision for the future through the formation of capital goods. 

H. G. MOULTON 
Universtty op Chicago 

[To be continued] 
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OUR TRADE BALANCE AND OUR FOREIGN LOANS 

The world-trade of 191 7 measiired in values has in all probability 
made its highest record. The extraordinary prices which have character- 
ized all classes of merchandise since the beginning of the present Euro- 
pean war, and especially during the past year, account in large measure 
for this showing. Measured in actual freight tonnage it is probable that 
the commerce of 191 7 fell behind that of some of the most active trading 
years before the outbreak of the conflict across the Atlantic. 

TABLE I 
Exports and Imposts of Merchandise during the Years 
191 2 TO 191 7 Inclusive 



CftlendsrYear 


ExporU 


Imports 


Excess of Exports 
over Imports 


I0I2 


$2^99,217,993 
2,484,018,292 
2,113,624,050 

3,554,670,847 
5,482,641,101 
6,231,244,976 


$1,818,073,055 
1,792,596,480 
1,789,276,001 
1,778,596,695 
2,391,635,335 
2,952,467,955 


$ 581,144,938 

691,421,812 

324,348,049 

1,776,074,152 

3,091,005,766 

3,278,777,021 


loia 


I0I4. 


lOK 


1016 


I0I7 





The share of the United States in the commerce of the world has 
increased materially during the last four years. The published figures 
of our e]q)orts and imports for the calendar year 191 7 show a total in 
values more than double that of any year preceding the outbreak of the 
present war in Europe. The changing relations of foreign trade growing 
out of this struggle are profound and have great significance for the com- 
merce of the future. To a considerable extent the United States is buy- 
ing and selling abroad in new markets and along new trade routes. New 
commercial relations are being formed which bid fair to become perma- 
nent 

A significant feature of our trade expansion dming the last three 
years has been an enormous increase in the excess of exports of merchan- 
dise over imports — or a marked addition to our so-called "favorable 
balance of trade" as shown by Table I.' According to the figures tabu- 
lated the excess of e]q)orts over imports in 191 7 was nearly six times 

' Monthly Summary of Foreign Commerce (October and December, 191 7), p. 4« 
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what it was in 191 2, nearly five times that of 1913/ and more than ten 
times that of 1914. The excess in 1917 was probably greater than that 
indicated by the figures in the table, as quantities of merchandise, includ- 
ing war material, food, and clothing, were sent out of the United States 
by the government for the use of our troops in Europe, and such material, 
when passing out of the country on our own transports; goes without 
being recorded.* The same is true of articles which the government may 
be importing in the same manner, although these are probably much less 
than the outgoing merchandise. 



The debits and credits of the United States in its account with the 
world are composed, not only of visible exports and imports of merchan- 
dise and of gold, but also of less tangible elements which have been called 
'^ invisible e]q)orts and imports." What is popularly known as the bal- 
ance of trade is made up of the values of merchandise exported and 
imported — a conmion and deep-seated assmnption being that a surplus 
of exports will be accompanied or followed by a corresponding surplus 
of imports of gold. The interchange of services between nations — as, 
for example, the transportation of goods from and to a country by the 
merchant marine of another, or the services rendered by foreign capital — 
are usually ignored in published statements of a nation's trade balance. 
These less tangible but very real elements, while usually impossible of 
exact or even approximate measurement, figure prominently in the 
determination of our present very large surplus of exports over imports. 
The items which enter into our account with the world are stated in the 
following tabulation.-* 

■XPOKTS IMPOKTS 

(Whkh make the sapply of foreign (Whidi cause the demand for foreign 

exchange) exchange) 

Visible exports Visible imports 

Merchandise Merchandise 

Gold Gold 

Invisible Exports Invisible imports 

Investments (including purchase of Investments (including purchase of 

stocks and bonds) by foreigners stocks and bonds) by Americans 

m the United States in foreign countries 

'O. P. Austin, Statistician, National City Bank, in New York Evening Post 
(December 31, 1917), sec. s, p. i. 

» Johnson, Money and Currency, pp. 91-102. On p. loi Professor Johnson has 
a statement of the credits and debits of the United States in its account with the 
world which the writer, with some modification, has followed. 
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(Which make the sapply of foreign 
enJumge) 

Interest, dividends, and profits on 
American investments abroad 

Reduction of American bank bal- 
ances abroad 

Increase of foreign bank balances in 
the United States 

Foreigners in the United States (in- 
cluding tourists, ambassadors, 
etc.) drawing incomes from 
abroad 

Ocean freights paid Americans by 
foreigners 

Any extraordinary indemnity or 
subsidy from foreigners to the 
United States or sales of public 
property by the U^ted States to 
foreigners 



nCPOKTS 

(Which cause the demand for foreign 
exchange) 

Interest, dividends, and profits on 
foreign investments in the United 
States 

Reduction of foreign bank balances 
in the United States 

Increase of American bank balances 
abroad 

Americans abroad (including tour- 
ists, ambassadors, etc.) drawing 
incomes from the United States 

Ocean freights paid foreigners by 
Americans 

Any extraordinary indemnity or 
subsidy to foreigners by the 
United States or purchase of pub- 
lic property by Americans 



The items listed under the head of exports make for the supply of 
foreign exchange and may be considered on the credit side of our account 
with the world, and those listed under the head of imports cause the 
demand for foreign exchange and may be regarded as forming the debit 
side of the account. Among invisible exports and imports, stocks and 
bonds bought in foreign markets by Americans would create a demand 
for foreign exchange in the same way as imports of merchandise or of 
gold, and would tend to stimulate the export of merchandise. Interest 
paid on such investments by foreigners would help to increase the supply 
of foreign exchange in the same manner as the export of merchandise, 
and would tend to stimulate the importation of merchandise. 

The "invisible" items which have figured most prominently in the 
years immediately preceding the war in this account have been invest- 
ments by foreigners in the United States, investments by Americans 
abroad, incomes of foreigners on investments already made in the United 
States, incomes drawn from the United States by Americans living or 
traveling abroad, and ocean freights paid by Americans to foreigners. 
All but the first appear on the debit (import) side of our account and 
create a demand for foreign exchange which in turn tends to increase 
our export trade. Investments by Americans in foreign industries and 
public utilities like railroads and traction companies in the years imme- 
diately preceding the outbreak of war were probably as great and as 
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frequent as similar investments by foreigners in the United States.' The 
returns on foreign investments in the United States have hitherto been 
much larger than returns on American investments abroad. In the past 
there have been more Americans living and traveling in other countries 
and drawing incomes from the United States than foreigners living or 
traveling in this country and receiving incomes from abroad. Before 
the war only about lo per cent of our exports and imports were carried in 
American vessels, necessitating the pa3anent of large ocean freights to 
foreigners. Our large surplus of exports over imports, amounting each 
year to several hundred million dollars in the years inunediately preced- 
ing the war, were thus counterbalanced by a less tangible, but none the 
less real, surplus of foreign services to American industries or American 
life. 

THE MOVEMENT OF GOLD 

The movement of gold was, in general, away from the United States, 
although in some years the excess of exports of merchandise over imports 
was met in part by a large surplus of gold imports.* Since the beginning 

TABLE n 
Imports and Exports of Gold 



1915 
1916 
1917 



Imports 



♦451,954,590 
685,990,234 
552,454,374 



Exports 



$ 31^25,918 
155,792,927 
371,883,884 



Excess of Imports 



$420,528,672 
530,197,307 
180,570,490 



of the conflict in Europe there has been a strong movement of gold to 
this country. The excess of e]q)orts of merchandise over imports for the 
three calendar years 1915, 1916, and 1917, as recorded by the Bureau of 
Foreign and Domestic Commerce, aggregated the enormous sum of 
$8,145,856,939. A part of this surplus, though a small part, was paid 
for in gold. The imports and e]q)orts of gold for the three years 
mentioned are given in Table II.' The unusually heavy importation 

< Attention was frequently called to such investments in certain financial and com- 
mercial publications like the New York Journal of Commerce. American capital flowed 
into the West Indies, Mexico, and other parts of Latin America. 

* In the fiscal years 1880, 1881, 1898, and 1908 the excess of gold imports over 
exports was very large. In a few other years it was considerable. 

» Monthly Summary of Foreign Commerce (October, 191 7), p. 4, «id Preliminary 
Statement of Exports and Imports for the year 191 7. 
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of gold, especially during the years 1915 and 1916, paid for over 
$iyioo,ooOy00o of our surplus exports of merchandise during the three 
years named. 

RETURN OF AMERICAN SECURITIES 

The most conspicuous feature of our trade balance and the one of 
greatest significance for the future has been the return to the United 
States of securities in American industries formerly held by foreigners, 
coupled with a great increase in investments by Americans in foreign 
securities — ^largely, but not wholly, war loans. The extent to which 
investments by foreigners in American industries have been reduced 
since the outbreak of hostilities cannot be stated with any degree of 
accuracy. Four compilations by President Loree of the Delaware and 
Hudson Company show that nearly 60 per cent of the foreign holdings 
of American railroad securities was returned to this country yi the two 
years 1915 to 1917. These figures embrace the securities of 144 railroads 
— all the roads in the United States over one hundred miles in length. 
The computations were dated January 31, 1915; July 31, 1915; July 31, 
1916; and January 31, 191 7. They are tabulated in Table III.* 

It is to be noted that on January 31, 1915, there were $2,704,402,- 
364 .42 (par value) of railroad securities held abroad, and on January 31, 
1917, $1,518,590,878.26 had been returned to this country, leaving on 
the latter date $1,185,811,486 . 16 still held abroad. The market values 
of the securities returned between the two dates mentioned cannot be 
stated, as the market values of the securities held abroad on Janaiuy 31, 
1915, were not determined. Between July 31, 1915, and January 31, 
1917, the market value of the railroad securities held abroad had been 
reduced from $1,751,437,912 .50 to $924,542,646.19. 

These compilations of President Loree are the only ones determining 
with any degree of exactness the return to this country of securities held 
in foreign lands during any part of the war period, and these compila- 
tions embrace only railroad securities for a period of two years. The 
movement had doubtless begun before the first compilation had been 
made and has probably continued since the last was completed. Rail- 
road securities probably formed the greater part of the American 
corporate holdings abroad' when the war broke out in Europe, but 

'The figures were furnished the writer through the courtesy of President L. F. 
Loree and the National City Bank of New Yoik. 

' The assistant vice-president of the National City Bank of New Yoik so stated 
in a letter to the writer in January, 19x8. 
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TABLE in 

Railkoad Securities Held Abroad, January 31, 1915; July 31, 1915; July 31, 

19x6; AMD January 31, 19x7 



ClMt of Security 



Prefened stock. 



Second prefened stock. 



Common stock. 



Notes. 



Debenture bonds. 



Collateral trust bonds. 



Mortgage bonds. 



Equipment trust bonds. 



Car trusts. 



Receivers' certificates. 



Total. 



Par Value* 



I 204,394,400.00 

x63,x 29,850. 00 

120,597,750.00 

9X, 006^00. 00 

S,558»i5o.oo 
5,608,850.00 
4,858,650.00 
4,645,100.00 

573,880,393.00 
5x1,437,356.25 
336,76x,704.oo 
285,729,918.75 

58,254,390. x6 

24,632,29x.93 

9,070,95s 00 

8,475,650.00 

x87,5o8,3xo.oo 

160,288,700.00 

74,796,900.00 

56,752,080.00 

282,4x8,415.26 

x8o,590,850.oo 

85,x66,470.oo 

57,776,380.00 

i,37i,i56,85x.oo 

1,150,339,130.00 

774,793,83400 

672,969,224.08 

20,233,455.00 
25,253,2ox.oo 

7,788,^00.00 

7,449^33 33 



29,000.00 

836,000.00 

49,000.00 

998,000.00 

2,20X,000.00 
958,000.00 
958,000.00 



$2,704,402,364.42 

2,223,5x0,229. x8 
X ,415,628,563. 00 
x,i85,8ii,486.x6 



Maiket Vahief 



"7,863,393.01 
93,8x6,7x5.00 
61,358,921.25 



2,115,415.00 
2,060,256.00 
1,724,583.00 



342,225,958.00 
234,154,103.00 
184,985,417.95 



22,574,283.93 
6,844,240.00 
7,966,437.50 



141,444,593.00 
69,858,284.00 
53,714,158.25 



X36,422,x85.75 
66,526,692.00 
5x,6oo,784.95 



962,o8x,6x3.26 
628,x83,797.oo 
554,787,819.46 



24,480,4x0.55 
7,0x5,683.00 
7,397,983.83 



29,060.00 

68x,320.oo 

48,540.00 



2,201,000.00 
958,000.00 
958,000.00 



$1,751,437,912.50 

x,xxo,099,090.oo 

924,542,646. X9 



•The figures are in order, January 31, tgts; July 31, 10x5; Tuly 31, 19x6; and January 3X, xpx?. 
The market values for Januaxy 31, 1915, were not determined, and hence the first figure in Mch case is 
of July 31, 1915. 

t No figure for January 31* 19x5. 



Digitized by 



Google 



738 JOURNAL OP POLITICAL ECONOMY 

ownership by foreigners in stocks and bonds of mining and manufac- 
turing companies of the United States have not been smaU. The return 
of securities of such concerns must have been considerable, and they 
have added appreciably to the total of all securities which found their 
way back to the United States since the beginning of the war. 

LOANS BY THE UNITED STATES 

Loans floated in the United States by foreign nations, both belliger- 
ents and neutrals, reveal another side of the same phase of our trade 
account with the world. Between August i, 1914, and December 31, 
1916, the loans raised in the United States by foreign countries were 
estimated to reach $2,325,900,000, of which $175,000,000 had been 
repaid.' The net indebtedness on January i, 1917, was therefore 
$2,150,900,000. The loans may be classified geographically as follows: 

Eiux)pe $1,893,400,000 

Canada 270,500,000 

Latin America 157,000,000 

China 5,000,000 

Total foreign loans $2,325,900,000 

Less amoimt paid, estimated 175,000,000 

Net foreign indebtedness $2,150,900,000 

Of the loans to Europe only $35,000,000 represents advances to 
neutrals. Of the loans to the belligerent countries of Europe only a small 
fraction has been made for other than war purposes. About $1 20,000,000 
of the Canadian issue was a war loan. Altogether it appears that 
approximately $1,900,000,000 in war loans alone had been placed in the 
United States by January i, 1917.* 

The loans of the belligerent countries which were floated in the 
United States up to the close of 1916 are divided as follows: 

Great Britain $ 908400,000 

France 695,000,000 

Russia 160,000,000 

Germany 45,000,000* 

Canada 270,500,000 

$2,078,900,000! 

* Estimated. f Nearly $i,goo,ooo,ooo of this constituted war loans. 

' New York Journal of Conrnerce, January 2, 191 7. ' Ihid, 
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Any estimate of German indebtedness is uncertain, as it was impos- 
sible to obtain figures as to the sale of German war bonds. Furthermore, 
it is probable that banking credits advanced to German interests will 
never be fully ascertained. Owing to the operations of the British black 
list and the fact that shipments to Germany have not been direct, but 
thrt>]iigh neutral countries, such transactions have necessarily been not 
only private but secret 

Since the opening of the year in which the United States entered the 
war there have been issued $250,000,000 United Kingdom of Great 
Britain and Ireland one- and two-year sJ per cent notes, of which 
$100,000,000 matured and was paid February i, 1918; $100,000,000 
Government of the French Republic sJ per cent secured convertible 
notes; $80,000,000 Dominion of Canada notes; and approximately 
$315,000,000 additional, including British government ninety-day 
treasury bills.' These amounts, minus the notes matured and paid, 
aggregate approximately $645,000,000. These stuns do not of course 
include loans made by the United States government to her Allies since 
her entrance into the war. 

In addition to the forgoing issues loans have been made by the 
government of the United States to foreign countries. 

By the acts of G>ngress of April 24, 191 7, and September 24, 191 7, authority 
was vested in the Secretary of the Treasury, on behalf of the United States, 
with the approval of the President, to establish credits in favor of foreign 
governments engaged in war with the enemies of the United States, and, to 
the extent of the credits so established, from time to time, to purchase at par 
from such foreign governments their several obligations.' 

Such obligations under the authority of the act of April 24 are 

to bear the same rate of interest and to contain in their essentiab the same 
terms and ^conditions as those of the United States is»ied under the authority 
of the act, and under the terms of the act of September 24, to bear such rate 
or rates of interest, not less than the bonds of the United States, to mature 
at such date or dates, not later than the bonds of the United States then last 
issued under the authority of either act, and to contain such terms and con- 
ditions as might from time to time be determined by the Secretary of the 
Treasury.* 

* Information furnished the writer through the courtesy of J. P. Morgan & Co., 
New York. 

* Annual Report of Secretary rf the Treasury (1917), p. 17. 
*Ibid, 
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A total appropriation of $7,000,000,000 was provided for these pur- 
poses, $3,000,000,000 by the earlier act and $4,000,000,000 by the later.* 
Under these authorizations credits have been established in favor of the 
governments of Great Britain, France, Italy, Russia, Belgium, and 
Serbia. These loans, up to January 17, 1918, are given in Table IV.* 
On the basb of the requests being made on the Treasury, it is estimated 
that credits aggregating approximately $500,000,000 per month will be 
required to meet the urgent war needs of the foreign governments receiv- 
ing advances from the United States.^ At this rate aj^roximately the 
entire appropriation authorized by Congress will be accredited to our 
Allies by the close of the present fiscal year (June 30, 1918). 

TABLE IV 



\ 



Countiy 


Loans and Cndita 
A«nedUpon 


Loans Made 


Balances Under 


Great Britain 

France 


$2,045,000,000 

1,285,000,000 

500,000,000 

325,000,000 

77,400,000 

6,000,000 


$1,985,000,000 

1,225,000,000 

450,000,000 

187,729,750 

75,400,000 

4,200,000 


^ $ 60,000,000 


Italy 


50,000,000 

137,270,250 

2,000,000 

1,800,000 


±~^.* 

Ruflsm. 


Belgium , . 


SerEia 






Totals 


$4,238,400,000 


$3,927,329,750 


$311,070,250 





A significant feature of the loans floated in this country in the last 
three and a half years has been the fact that many states and munici- 
palities which formerly went to London to sell their securities have 
recently been financed through the United States. About $150,000,000 
of the Canadian loans went to provinces and municipalities/ and many 
of the South American obligations were contracted for municipal 
improvements. The neutral nations of Europe have also sought accom- 
modation in the American money market. Loans have been made to 
the city of Dublin, Ireland, the London Water Board, and the French 
cities of Paris, Bordeaux, Lyons, and Marseilles.^ 

« Annual Report of Secretary of the Treasury (1917), p. 17. 

* Letter to writer from R. C. Leffingwell, Assistant Secretary of the Treasury, 
dated January 17, 1918. 

« Annual Report of Secretary of the Treasury (191 7), pp. 17 and 18. 

*New York Journal of Commerce, January 2, 191 7, and information furnished 
by J. P. Morgan & Co. 

^New York Journal ofCommerce, January, 2, 191 7. 
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Securities of industrial corporations and railroads in other lands have 
also been sold in this country to the extent of some hundreds of millions 
of dollars. Large investments have been tnade in Canadian and South 
American concerns.' We have no means of determining the extent of 
these investments, but the disposition of European capitalists to reduce 
their holdings in the securities issued by industrial enterprises in the 
New World, as shown in the return to this country of railroad securities 
held abroad, indicates that industrial enterprises in the newer parts of the 
Western Continent have probably been financed to a greater extent than 
formerly by American capital. 

It will thus be seen that between August i, 1914, and February i, 
1918, the loans floated by foreign governments in the United States still 
remaining due at the latter date were estimated at $3,795,900,000. In 
addition to this amount the United States government had by the middle 
of January, 1918, made loans to her Allies aggregating $3»927,339,7So, 
with balances in their behalf under established credits of $311,070,250. 
The return to this country in two years of over a billion and a half (par 
value) of American railroad securities* is a part of the same general 
movement which is transforming the United States from a debtor into a 
creditor country. The magnitude of this movement has made the trans- 
formation rapid. 

FUTURE TENDENCIES 

The establishment on a large scale of credits in this country in behalf 
of foreign nations and the flotation of foreign loans will probably con- 
tinue during the period of the war. During the, continuance of this 
'^ export of capital" the great surplus of exports over imports is likely 
to be a feature of our foreign trade. The interest on this investment 
which is already large and growing larger is on the credit side of our 
account with the world — ^making for the supply of foreign exchange and 
thus encouraging imports. The United States, as a creditor country with 
great investments abroad, will be in receipt of an income which will tend 
to show itself in a relatively larger import trade than has been the case 
for three or four decades. In other words, our highly " favorable balance 
of trade" will tend to be changed into an '^ unfavorable balance." 

'Ibid. 

* Some of these securities, especially mortgage bonds, are used as collateral for 
the security of foreign loans, but the greater part represent a permanent return to this 
country. 
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This transformation in our trade balance is hastened by .another 
factor which is likely to be very potent if the war is of long duration. 
This factor is our mercantile marine engaged in foreign trade. Previous 
to the Civil War the American clipper ships were dominant in ocean 
transportation. In the years following that struggle steam supplanted 
sail on the ocean. Iron, and later steel, vessels took the place of wooden 
ones. A consequence of these changes was that the United States lost 
her place on the high seas, and only a small fraction of her foreign com- 
merce was carried in vessels flying the American flag. Ocean freight 
' rates were thus paid foreign vessel owners for services performed in the 
carriage of our exports and imports — these services figuring on the debit 
side of our account with the world and paid for, in part at least, by a 
surplus of exports over imports. 

Since the outbreak of war in Europe the proportion of our foreign 
commerce carried ih American vessels has greatly increased. Between 
June, 1914, and June, 1916, the gross tonnage of American vessels 
engaged in foreign trade increased from 1,076,152 to 2,191,715 — or 
more than doubled. The percentage of our exports carried by this ton- 
nage increased during the same period from 8.3 to 13.0, and of our 
imports from 11 .4 to 22 .5.' Since the United States entered the war 
a considerable part of our enrolled tonnage' has been registered for the 
foreign service. The destruction of ocean vessels by submarine activity 
and the construction of new shipping have combined to increase our 
proportion of the total canying capacity of the ocean merchant marine of 
the world. The bulk of the tonnage destroyed has been British, French, 
Norwegian, and Dutch. The new construction of vessels in the United 
States and in Japan has been out of proportion to that of any other 
country except Great Britain.' In the case of Great Britain the new 
tonnage constructed has been more than offset by tremendous losses. 
The United States thus bids fair at the end of the war to have on her 
hands the ships necessary to carry on a large part of her foreign 
commerce. 

* Statistical Abstract, 1916. 

'The '' enrolled" tonnage is engaged only in domestic trade. Our registered 
tonnage represents that part of the American merchant marine engaged in foreign 
conunerce. 

* On the Pacific there was a noticeable decline in the number and tonnage of 
American vessels operating in the transpacific trade during the first two and a half 
years of the war. See article by writer on "The War and Trans-Padfic Shipping" 
in American Economic Review, September, 191 7. 
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With the huge loans made to foreign governments and industries 
coupled with a decline in the holdings of foreigners in American securities 
and the increasing importance of our mercantile marine in the commerce 
of the world, our " invisible e]q)orts " will figure to a greater extent in our 
commercial relations with other nations than heretofore. Like the 
e]q)orts of merchandise and of gold, they make for the supply of foreign 
exchange and will tend to stimulate the importation of merchandise. As 
a creditor country, the debt due us and the interest on that debt will be 
paid by a relatively greater increase of imports than of exports. Our 
present highly '' favorable balance " of trade will tend to be dianged into 
an ''unfavorable balance." Our "invisible exports" will probably 
exceed our "invisible imports," with the balance made up by a corre- 
sponding excess of "visible imports" over "visible exports," 

Abraham Berglukd 
UNivERSiry 07 Washington 



WASHINGTON NOTES 

FREE USE OF COLLECTION SYSTEM 

Important changes in the Federal Reserve transit and collection 
system have been determined upon and went into eflFect June 15. The 
result of the changes is expected to be that of popularizing to a very 
considerable extent the use of the exchange and collection facilities of 
the system. In substance the changes result in cutting off a number 
of charges that have been made for the use of the collection system, such 
elimination being rendered possible by the very considerable earnings 
that are now being realized by practically all Federal Reserve banks. 
These changes come as the logical next step in the development of the 
plan first made effective practically two years ago. In summary the 
alterations now provided for are as follows: 

1. The Board approves the reconmiendation to suspend, or eliminate for 
the time being, service charges for the collection of cash items; this elimina- 
tion of charges to apply to checks received from member banks and from 
other Federal Reserve banks and to become effective on and after June 15, 
1918. 

2. The Board approves the reconmiendation that the 10 cent charge on 
collection items between Federal Reserve banks be eliminated for the present 
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and until further notice, but that a charge of 15 cents per item be made on 
all such items returned unpaid, this rule to become effective June 15, 1918. 

3. The Board approves the reconunendation that telegraphic transfers 
be bought and sold at par, each Federal Reserve bank absorbing the telegraphic 
expense, but with the proviso that checks on other Federal Reserve cities or 
Federal Reserve branch cities be taken at par, subject only to deferred avail- 
ability in accordance'with regular time schedules. 

4. The Board approves in principle the recommendation that the discount 
rate on mail transfers be based upon the fifteen-day rate, but, because it is 
desirable that the rate for such transfers shall remain as nearly uniform as 
possible and not vary too frequently, suggests that for the time being and until 
further notice a charge of 10 cents per day per thousand, or at the rate of 3 .65 
per cent be fixed as the rate for all mail transfers. 

5. The Board approves the recommendation of the Transit Managers, 
indorsed by the governors, ''that all mail transfers to banks in other Federal 
Reserve cities be made by draft on the Federal Reserve Bank and sent direct 
to the bank to which the transfer is ordered, rather than to the Federal Reserve 
Bank." 

6. The Board approves the suggestion that there shall be a general revi- 
sion of all time schedules, effective Jime 15, 1918, which shall take into con- 
sideration recent changes in mail tram schedules, and the creation of new 
collection centers at branch bank dties. 

7. The Board approves the recommendation that ''trade accepjtances," 
wherever payable, be handled as collection items, not as checks or cash items, 
but suggests that "bankers' acceptances" be treated as cash items. 

The Board has under consideration and expects to approve a plan 
for linking together by private telegraph system the twelve Federal 
Reserve banks with its oflice at Washington, and expects to have these 
additional facilities available within a short time. 

TREASURY FINANCING FOR I918 

In an announcement dated June 12 the Secretary of the Treasury has 
made public what is practically the program of the Treasury financing 
for the coming year. The new plan is practically an extension of the 
system adopted in February last whereby large quantities of Treasury 
certificates are offered to the banks at short intervals in amounts roughly 
proportionate to their resources. The banks are eiq>ected to purchase 
and hold these certificates pending the floating of an issue of long-term 
bonds whose proceeds are then used to fund the maturing certificates. 
The expenditures of the government, as nearly as can be estimated, will 
require the sale of certificates of indebtedness up to the first of November, 
1918, aggregating approximately $6,000,000,000. This would involve 
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the issue every two weeks of about $750,000,000 of certificates substan- 
tially similar in character to those issued prior to the Third Liberty Loan, 
except that they will have various maturities not exceeding four months. 
For the months of July and August that program will be followed as 
nearly as possible. The first issue of the certificates will be dated 
June 25, will mature October 2$ with interest at 4I per cent, and similar 
issues, it is expected, will be made on Tuesday of every other week fol- 
lowing June 25. ^ 

It is contemplated, however, that at a convenient and favorable 
period during the summer an offering will be made to the general public 
directly, and through the banks, of an amount yet to be determined, 
perhaps $2,000,000,000 of certificates of suitable maturities for use by 
taxpayers in paying next year's taxes, viz., taxes pa3rable June, 1919, 
levied under existing and pending legislation. To the extent that cer- 
tificates of that character are sold, substantially an equivalent reduction 
in the amount of the regular fortnightly sale of certificates issued in 
anticipation of the next Liberty Loan will be effected. Early informa- 
tion of the estimated reqtiirements of the Treasury is being conveyed to 
all the banks of the country, and, through them, to those who expect 
to make pa3anent of taxes in 1919. They will be asked to make arrange- 
ments promptly and of such a character that no delay will be experienced 
in the sale and distribution of Treasury certificates of both issues. The 
Federal Reserve banks will advise all national and state banks in their 
respective districts of the amount of certificates which they are expected 
to take from time to time in pursuance of this program — ^a sum whick 
can be figured roughly to equal 2) per cent of gross resources of each 
bank and trust company for every period of two weeks, or a total of 
5 per cent monthly. It will be remembered that in the February pro- 
gram the amount which the banks were asked to take was substantially 
equal to 2 per cent of the gross resources for each period of two weeks, 
or a total of 4 per cent monthly. 

The total number of bi-weekly offerings of certificates to be made to 
the banks will depend somewhat upon the amount to be raised from the 
public through the sale of tax certificates as described above. The pro- 
posal thus placed before the banks is practically equivalent to a doubling 
of the finandng of the past spring and winter, and its eventual success 
will clearly depend upon the ability to float a proportionately enlarged 
Liberty Loan which will be the fourth of the series. Assmning that this 
next Liberty Loan is placed at about the time the first issue of the cer- 
tificates matures, the loan would evidently be offered toward the end of 
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September. Could the country at that time successfully purchase and 
absorb, say, six billions of Liberty bonds? The placing of the new 
finandng upon practically this scale is clearly necessary if the present 
financial and military program is to be carried out Possibly the most 
serious doubt in this connection is furnished by the question whether it 
is in fact feasible and practicable to spend the amount of money which 
is to be raised without merely increasing prices of commodities to a cor- 
* responding degree and thus really defeating or at least not advancing the 
essential object of the plan. 

NEW TAXATION 

It is of course recognized that the whole success of a finandal pro- 
gram upon so great a scale must depend upon the laying of a satisfactory 
foundation for it by means of new taxation. Up to a very recent date 
it had been assmned that no su^ new taxes would be levied during the 
current year, and the Secretary of the Treasiuy had expressed this belief 
in his Annual Report, The increasing necessities of the government and 
the growing demands of the allied countries established a basis for sug- 
gesting the alteration of this tentative understanding, and such sugges- 
tions have been confirmed by the growing conviction that the present 
income and excess profits law is unsatisfactory and would be unworkable 
were it not for the unusual co-operation of the commimity under the 
stress of war conditions. This situation led to the outspoken declaration 
of the President in his address to Congress on May 37 when he took 
definite action in favor of a new measure of taxation, whose necessity 
has now been reluctantly accepted by Congress. 

In a letter to the Chairman of the Ways and Means Committee dated 
June s, the Secretary of the Treasury furnishes some detailed data de- 
signed to substantiate the belief that immediate action is requisite. The 
statistical tabulations submitted show that in March, 191 7, the expend- 
itures were in round figures $100,000,000. In May, 1918, they were 
$1 ,508,195,000. If there should be no further increase diuing the coming 
fiscal year, the cash expenditures upon the May basis would be more than 
$18,000,000,000. If, as seems inevitable, the increase in expenditures 
should continue at the rate of $100,000,000 per month for the next six 
months, or until December, 1918, and if thereafter the monthly expen- 
ditures should remain stationary until June 30, 1919, the Treasury would 
have to finance expenditures aggregating $24,000,000,000 during the 
fiscal year ending June 30, 1919; or, to put it in another way, if the 
average monthly expenditure should exceed that for the month of May, 



Digitized by 



Google 



NOTES 747 

1918, by 33J per cent, it will be necessary to provide $24,000,000,000 in 
the fiscal year 1919. 

In the fiscal year ending June 30, 1918, cash disbursements will 
amount to between $12,500,000,000 and $13,000,000,000. Of this 
amount about one-third will have been raised by taxes and two-thirds 
by loans, all of which will be represented by long-time obligations, that 
is, bonds of the First, Second, and Third Liberty Loans and War Savings 
Certificates. On the strength of this showing it would thus appear that 
with taxes producing their present yield it would be necessary to raise, 
by borrowing, during the fiscal year 1919 about $20,000,000,000. The 
danger or impossibility of such an attempt is obvious and hence the 
development of a plan to raise at least $8,000,000,000 from taxation. 
In order to get the amoimt required the Secretary of the Treasury makes 
the following suggestions: 

1. That one-third of the cash expenditures to be made during the fiscal 
year ending June 30, 1919, be provided by taxation. According to estimates 
this would involve raising $8,000,000,000 through taxation. 

2. That a real war profits tax at a high rate be levied upon all war profits. 
This tax should be superimposed upon the existing excess profits tax in such 
a way that the taxpayer shotdd be required to pay whichever tax is the greater. 
The existing excess profits tax should be amended in certain important par- 
ticulars so as to remove inequalities. 

3. That there should be a substantial increase in the amount of normal 
income tax upon so-called i^ffeamed incomes. Under exbting law earned 
incomes above certain exemptions are taxed 4 per cent as an income tax and 
8 per cent as an excess profits tax, making a total of 1 2 per cent, while-wteamed 
incomes, derived from securities, etc., are taxed only 4 per cent. The 8 per 
cent tax should be recognized as an income tax and the rate of 12 per cent 
(4 per cent normal and 8 per cent excess profits) should be retained in respect 
to earned incomes, while a higher rate than 12 per cent should be imposed on 
fineamed incomes. 

4. That heavy taxation be imposed upon all luxiuies. 

The program thus outlined, taken in conjimction with the immense 
borrowing plan, will come close to doubling the burdens imposed upon 
the community during the past year and again raises the question 
whether there is a savings margin in the country large enough to provide 
means for carr3dng any such load. Up to date the highest estimate of 
produced wealth over consumption, i.e., savings, has been $18,000,000,- 
000. If $24,000,000,000 is to be obtained, there must, therefore, be 
either an increased production or a decreased consumption amounting 
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to $6,000,000,000. That the amount required can be obtamed by either 
method is naturally gravely to be doubted, and the alternative — that 
of merely bidding up prices through urgent demand for goods — ^presents 
itself as a danger. 

RAILROAD RATES AND WAGES 

Probably the most important action yet taken by the Director 
General of the Railroads is Order No. 28, issued on May 25, and relating 
to rates and fares on the railroads of the country. As has been widely 
announced, the effect of this order is to bring about an increase of about 
25 per cent in nearly all freight rates, while, at the same time, passenger 
fares are increased to three cents a mile. What is practically a distinc- 
tion between first- and second-class fares is introduced by the addition 
of an extra charge of i6f per cent of the regular fare for the validation of 
ordinary tickets in sleeping and parlor cars. The advance in rates thus 
affected is notable, coming as it does practically contemporaneously with 
Order No. 27, which accords to railway employees increases of salary 
and back pay variously estimated at upwards of $300,000,000. The 
effect of the two orders taken together is thus to produce a very material 
increase in the pay of railway employees while placing the cost of it upon 
the public Even more significant, however, is the fact that the order 
providing for freight-rate increases does not stop with the 25 per cent 
advance that has been ordered, but goes on to direct other advances and 
reclassifications which, when placed in conjunction with the fiat increase 
of 25 per cent already described, will necessarily bring about an alteration 
in the whole freight-rate structure. 

The act of March 21 authorized the President, whenever in his 
opinion public interest requires, to initiate rates, fares, changes in classi- 
fications, regulations, and practices. This gave to the administration 
absolute authority over practically every phase of railroad operation. 
The President (which in practice means the railroad administrator 
appointed by him) has to file his changes with the Interstate Commerce 
Commission, and it was provided that such changes should not be sus- 
pended by the Commission pending final determination. The Commis- 
sion retains, under the law, power to enter upon a hearing concerning the 
reasonableness of any of these orders of the President, and to make such 
findings and orders as they are authorized to make under the act to 
regulate commerce, except that if the President should find and certify 
to the Interstate Commerce Conunission that any given change was 
necessary in order to increase revenues the Commission shall take into 
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consideration this finding by the President. This latter provision prob- 
ably means in practice that the Commission would seldom, if ever, alter 
an order made by the Federal Railroad Administration except as to some 
matter of detail or practice, inasmuch as the main reason for making the 
change would be likely to be that of increasing the income of the roads. 
It is substantially true, therefore, that the status of the Interstate Com- 
merce Conmiission was quite materially altered inasmuch as the changes 
of rates and practice determined on by the government now go into effect 
without delay and must remain in effect subject only to what is likely 
to be a rather limited power of modification by the Conunission. The 
power of the Federal Railroad Administration will be further greatiy 
increased by the authority carried in the act to order the making of addi- 
tions, betterments, or extensions, and if necessary to advance the funds 
for that; but the power to raise rates has naturally been the first to be 
employed. 

The action taken in advancing rates at this time is r^arded by many 
persons as a substantial vindication of the position of the roads in recent 
years. They have for a long time urged an increase of rates, but their 
amplications have been almost unanimously rejected by the Interstate 
Commerce Commission. Whether the roads are restored to private 
management on the old basis or not at the end of the war, the effect of 
the action now taken is undoubtedly that of materially strengthening the 
xlaim of the roads to what they call a "living wage" — that is to say, to 
rates that will enable them to pay their expenses and fixed charges, and 
which, therefore, increase as the latter increase. On the other hand, the 
action taken is likely to make it harder to restore the roads to private 
ownership, partly because the stockholders may prefer a situation in 
which they are protected against loss, if that situation can be maintained, 
and partiy because, under the new arrangement of freight rates and other 
changes of like kind, which will doubtiess follow, there is likely to be a 
material redistribution of traffic. Altogether Order No. 28 opens an 
entirely new period in the history of railroad management under federal 
control. 

CONTROL OP FOREIGN EXCHANGE 

The development of the gold-embargo policy and the strengthening 
of public control of foreign exchange is bringing about in the trade of 
the United States the development of new conditions which are neces- 
sarily leading to the application of further methods of commercial regu- 
lation. Up to date under the gold embargo there have been granted 
licenses for the importation of about $60,000,000 gold, $160,000,000 
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silver, and $30,000,000 currency in round numbers, or a total of approxi- 
mately $250,000,000. The value of the dollar in foreign markets has 
continued to decline because of the difficulty of obtaining means of 
remittance for the purpose of settling balances. 

Peculiar conditions are recognized as surroimding the gold situation, 
due to the fact that as a result of the war and limitations upon trade it 
is not possible, as in times of peace, to offset foreign balances against 
one another. The situation is leading to the negotiation of special agree- 
ments with various foreign countries for the regulation of exchange rela- 
tionships, many of these being based upon undertakings to export net 
balances of gold within a specified period after the close of the war. 
Congress has made provision by law for the sale of bonds abroad, pay- 
able in terms of foreign currency, and this may render it possible in some 
instances to provide a means of liquidating balances due to those 
countries. 

In some cases conditions have become so acute as apparently to 
require direct regulation of payments. In the case of Italy, for example, 
it has been deemed best to effect an adjustment whereby the practical 
supervision of each transaction is placed in the hands of a conunittee 
representing the Italian and American governments. Experience in con- 
nection with our foreign exchange relations is very similar to that already 
had by foreign countries which have attempted the same method of 
restricting payment. The interesting question in the whole matter is 
whether it will be possible to bring about a general control of financial 
relations with foreign countries unless trade relations with them are first 
subjected to such control. Thus far the regulation of trade relationships 
has been in the hands of the War Trade Board, but that Board has been 
governed very largely by military considerations and has given compara- 
tively little attention to the commercial side of our foreign business. 

Within the past sixty days the United States Shipping Board has 
come forward as a part of the system of regulation by applying methods 
for the control of tonnage. Under this plan those who wish to import 
conmiodities into the United States must obtain tonnage through assign- 
ment by the government. They are thus obliged to secure not only 
importation licenses but must also secure in practice action which will 
furnish them with the means of moving their goods. As yet it is uncer- 
tain how far this system will be worked out upon a strictly economic 
basis, that is, with a view to adjusting trade balances and thus relieving 
the disturbances to exchange and other financial relationships with for- 
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eign countries. As the war continues for a longer and longer period the 
necessity of a general limitation upon foreign business will grow more 
and more pressing, and the adoption of temporary measures designed to 
reUeve difficulties in the exchange situation will become necessarily 
less and less effective. This is even now being made evident by the 
difficulties already referred to in connection with the tendency of the 
dollar to depreciate in buying power abroad as compared with currency 
units of the countries with which we are doing business. 
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The Nature of Peace and the Terms of Its Perpetuation. By 
Thorstein Veblen. New York: Macmillan, 19 17. 8vo, 
pp. xiii+367. $2.00. 

Mr. Veblen has applied the conception which he entertains of the 
present economic order of society to the problem of securing a permanent 
peace. Mr. Veblen's conception of existing society his readers have found 
in the Theory of the Leisure Class and the Theory of Business Enterprise. 
In brief, it contemplates a society in which the usufruct of the creative 
industry of the community passes into the hands of the small fraction 
of those who own and control the community's wealth and the oppor- 
tunities for labor. From this is subtracted what goes to the upkeep of 
the masses, including some expenditures which are not necessary for 
upkeep, but represent needs which have arisen through imitation of 
the well-to-do and wealthy. These expenditures, however, tend to be 
kept within narrow bounds in proportion as the business organization of 
the community is eflFective and clear-headed. The expenditures of 
those who possess or control the wealth of the community beyond what 
is involved in upkeep and investment fall under the Veblenian category 
of "pecimiary waste and personal futility," a category of expenditure 
whidi is indefinitely extensible. Such a society moves inevitably 
toward the sharpest opposition of interests, on the one hand those of the 
masses made up of the common people, i.e., the operatives, together with 
the farmers who entertain the illusion that they are in control of the 
agricultural industry of the country, and on the other those of the wealthy 
who control the usufruct of the industry of the community, together with 
the well-to-do, who, as agents of those in possession, find their advantage 
to go with that of their masters. This clash of interests is favored by 
certain characteristics of this modem industrial period, espedally the 
breakdown of the earlier feudal loyalties of the man for his master due 
to the attention shifting from persons, in their social relations, to things, 
i.e., the mechanisms of industry. Machinery in breaking up the crafts 
industry with its emphasis upon persons has also tended to destroy the 
social structure of mediaeval Europe with its habitual unthinking sub- 
ordination of the lower groups to the ruling or economically "kept" 
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class. The preservation of a certain amount of competition still gives 
the employee a measure of independence, and inventions at times bring 
within his reach a higher standard of living. Such an industrial life 
furnishes the economic backgroimd of the war. 

Politically the distinction of first importance is that between the 
dynastic states and those with so-called liberal institutions. The 
important instances of the former class are imperial Germany and 
imperial Japan. While the general attitude of the liberal states with 
more democratic institutions is "to live and let live," the inevitable 
push of the dynastic state is toward domination and more domination. 
It can exist only in the continual exercise of this impulse. It must 
therefore depend upon military organization within the state and upon 
conquest and the threat of conquest in its relations with other states. 
Two social attitudes render the dynastic state possible, that of feudal 
lo3ralty for the dynastic ruler and that of patriotism. The preservation 
of this first trait, that of feudal loyalty, in the German and Japanese 
people is due to their being politically less developed or, as Veblen states 
it, less mature. In course of time the operation of machine industry 
in the conununity will presumably deprive the people of these conununi- 
ties also of this capacity for dynastic loyalty, but for the present the 
perilous circumstance for Eturope and America is that such dynasties 
have, in Veblen's opinion, complete control of their peoples, despite their 
industrial efficiency, and must act militantiy, i.e., must be true to their 
nature. The other trait, that of patriotism, is common to both types 
of states, the dynastic and the more democratic communities. 

In passing it is well to correct the impression that actual political 
control, according to Veblen, belongs to the masses in democratic com- 
munities; on the contrary, it rests inevitably with the small fraction 
who control the wealth of the conununity. The difference in the two 
types of communities lies in the disappearance, through neglect, of the 
trait of dynastic loyalty. It is also well to note that, according to 
Veblen, in the liberal or ''night-watchman'' state the material interests 
of the possessing class on the one hand and of the common man on the 
other are so diverse that no patriotic enterprise can be of conunon interest 
to both. In fact no patriotic enterprise can possibly be of benefit to the 
community at large in a material sense. 

In its economic, biologic, and cultural incidence patriotism seems to be 
an imtoward trait of himian nature; which of course has nothing to say as to 
its moral excellence, its aesthetic value, or its indispensabiUty to a worthy life. 
.... Its moral and aesthetic value signify for the purposes of this argument 
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nothing more than that the patriotic animus meets the imqualified approval 
of men because they are, all and severally, infected with it [p. 47]. 

The emulative spkit that comes under the head of patriotism commonly 
if not invariably seeks its differential advantage by injuiy of the rival rather 
than by increase of the homebred well-being [p. 33]. 

Apart from prestige values these things (the so-called moral issues which 
commend a war to the community, such as '^ National Honor," "A Place in the 
Sun," "The Freedom of the Seas," "The Open Door," and the Hke) are worth 
fighting for only as prospective means of fighting [p. 37]. 

So that the chief material use of the patriotic bent in modem populations 
appears to be its use to a limited class of persons engaged in foreign trade, or 
in business that comes in competition with foreign industry. It serves their 
private gain by lending effectual countenance to such restraint of international 
trade as would not be tolerated within the national domain. In so doing it 
has the secondary and more sinister effect of dividing nations on lines of rivalry 
and setting up irreconcilable claims and ambitions, of no material value but of 
far-reaching effect in the way of provocation to further international estrange- 
ment and eventual breach of the peace [pp. 75 and 76]. 

The aggregate cost to the community of such an enterprise in retardation 
(i.e., patriotic enterprises in military or trade wars) is always more than the 
gains it brings to those who may benefit by it [p. 54]. 

Into this cultural and technological system of fhe modem world the patri- 
otic spirit fits Uke dust in the eyes and sand in the bearings The 

patriotic spirit is at cross-purposes with modem life, but in any test of the case 
it is found that the claims of life yield before those of patriotism; and any voice 
that dissents from this is a voice crying in the wildemess [pp. 40 and 41]. 

Finally we have Veblen's definition of patriotism as "a sense of 
partisan solidarity in re^>ect of prestige/' and ''a sense of undivided 
joint interest in a collective body of prestige" (31). The prestige here 
referred to is the feeling of national superiority arising out of national 
invidious comparisons, though dependent on an organization of impulses 
which are physically inherited. Patriotism is then an attitude of mind 
which is socially inherited, and according to the author is very uniformly 
present in all the populations of Europe and among the Japanese, though 
absent from the Chinese. It is (he only important common social trait 
of the conmion man in the community and the member of the wealthy 
class, so that when appealed to it unifies the community for the time 
being. 
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It does need as long an argument as Veblen gives to the undertaking 
to prove from these premises that a permanent peace is possible only 
wiUi the elimination of the d3mastic states on the one hand and on the 
other of those issues which call out the ''emulative spirit that comes 
under the head of patriotism." These issues are found in the national 
support of the claims of the citizen abroad, in the favoring of national 
industry by protective tariffs and trade wars, and in the imperial control 
of weaker communities by the stronger in the supposed interest of home 
industry and conmierce, or in the interest of national prestige. In the 
interstices of the author's too-elaborate argiunent one finds a number of 
alternative imbedded that prove to be of considerable interest. Assum- 
ing that the dynastic states cannot be eliminated, we must contemplate 
the other alternatives, that of submission and that of some agreement 
with the preservation of the balance of power. 

In the consideration of the alternative of the acceptance of submis- 
sion on the part of the democratic coimtries to the imperial establishment 
of Germany, Veblen dwells upon two phases of the social situation. 
The first of these is that so far as the material interests of the common 
man are concerned he would suffer no loss in such submission. The 
present order of private ownership with the concentration of financial 
control in the bands of the few takes away from the common man the 
means and the incentive to a life in which he is able personally to control 
the manner and ends of his living. On the one hand he finds himself 
in a vast system in which efficiency means the reduction of his wage to 
the level of maintenance of himself and those dependent on him, with 
the few crumbs that drop to him from the inventor's and manager's table 
increasing incidentally his comfort and the standard of his living. On 
the other hand he is psychologically bound, according to Veblen, in his 
expenditures beyond the limits of the demand for f otod, shelter, and cover- 
ing his and his wife's and children's nakedness to imitate die pecimiary 
waste and personal futility which characterizes the spending of the 
possessing and well-to-do classes. In the so-called democratic coimtries 
he does not even get the benefit of a wide commimity view of the phjrsique 
and morale of the operative, for under the system of private control of 
the coimtry's wealth and competition between capitalists the employer 
feels no responsibility for the upkeep of his man power. When this is 
worn out it renews itself. If his machinery wears out he must replace 
it at his own expense. If his workers are worn out they are replaced 
at the expense of those who come to take the positions of the workers 
who have been scrapped. Veblen draws out at some length and with 



Digitized by 



Google 



7S6 JOURNAL OP POLITICAL ECONOMY 

his accustomed power of innuendo the advantages which would accrue 
to the common man from the German imperial control of the social 
order. All the advantages which he lists would arise from the imperial 
(Veblen always capitalizes ''Imperial") control of private industry, in 
this way approaching the overthrow of the present S3^tem of the busi- 
ness man's control over the industries of the country. 

Probably no more effective way of presenting the disabilities of the 
operative in the modem machine industry could be found than in 
emphasizing the material advantages which would accrue to him in case 
he accepted complete political subjection to a foreign imperialistic 
power. 

Evidently if the common man of the modem nations that are prospectively 
to be brought under the tutelage of the Imperial government could be brought 
to the frame of mind that is habitual with his Chinese counterpart, there 
should be a fair hope that pacific counsels would prevail and that Christendom 
would so come in for a regime of peace by submission imder this Imperial tute- 
lage. But there are always those preconceptions of self-will and insubordina- 
tion to be counted with among these nations, and there b the andent habit of 
contentious national solidarity in defense of the nation's prestige, more urgent 
among these peoples than any sentiment of solidarity with mankind at large, 
or any ulterior gain in civilization that might come of continued discipline 
in the virtues of patience and diligence under distasteful circumstances. The 
occidental conception of manhood is in some considerable measure drawn in 
negative terms. So much so that whenever a question of the manly virtues 
comes under controversy it presently appears that at least the indispensable 
minimum, and indeed the ordinary marginal modicum, of what is requisite to 

a worthy life is habitually formulated in terms of what is not The 

indispensable demands of modem manhood take the form of refusal to obey 
extraneous authority on compulsion; of exemption from coercive direction 
and subservience; of insubordination, in short. But it is always imderstood 
as a matter of course that this insubordination is a refusal to submit to irre- 
sponsible or autocratic rule. Stated from the positive side it would be the 
freedom from restraint by, or obedience to, any authority not constituted by 

express advice and consent of the governed The common man, in 

these modem communities, shows a brittle temper when any overt move b 
made against this heritage of dvil liberty. He may not be well advised in 
respect to what liberties he will defend and what he will submit to; but the 
fact is to be counted with in any projected peace that there is always this 
refractory residue of terms not open to negotiation or compromise. Now it 
so happens that these residual prindples of dvO liberty have come to blend 
and coalesce with a stubborn preconception of national integrity and national 
prestige. So that in the work-day apprehension of the common man not given 
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to analytic excursions any infraction of the national integrity or any abatement 
of the national prestige has come to figure as an insufferable infringement on 
his personal liberty and on those principles of hiunanity that makes up the 
categorical articles of the secular creed of Christendom. The fact may be 
patent on reflection that the common man's substantial interest in the national 
integrity is slight and elusive, and that in sober common sense the national 
prestige has something less than a neutral value to him; but this state of the 
substantially pertinent facts is not greatly to the essence of the case, since his 
preconceptions in these premises do not run to that effect, and since they are 
of too hard-and-fast a textiu'e to suffer any serious abatement within such a 
^>ace of time as can come in question here and now. 

Veblen nowhere recognizes in the society within a nation, nor in the 
relations of nations to each other, any comprehensive principle of social 
growth. 

In a few words, the common man gets no advantage out of the 
structure of society which he fights to protect. He fights to protect it 
because through historical causes he has come to resent direction in which 
he has no voice; and although it is true that he is not able to control 
his own industrial condition through the operation of liberal institutions, 
still he has identified his independence with these institutions and the in- 
stitutions with the national prestige. Veblen regards these identifications 
as largely accidental, but recognizes them, not only as everywhere present 
in the so-called democratic communities, but as so grounded in fixed 
habits that there is no likelihood of their changing in the near future. 
Therefore the workingman will not adopt the Chinaman's attitude and 
will not accept the domination of a German autocracy though it would 
be on the whole to his material advantage. 

On the Qther hand the German will remain in his attitude of feudal 
loyalty for the same reason, i.e., the force of secular habits. Here 
Veblen sees a necessary change in the end. The machine ordering of 
life, the dependence on things instead of persons which characterizes 
our technological industry and the life that is shaped by dominant 
industry, will in the end make a feudal loyalty to the Prussian dynasty 
impossible, but it will be a long process in which old custom will slowly 
die from disuse. Veblen sees no revolution on the horizon in Germany. 
Neither through submission to the imperial establishment of Germany 
nor through the liberalizing of the institution of Germany is a permanent 
peace to be realized, at least within the lifetime of the oncoming generation. 

There remains the alternative of the conquest of the military govern- 
ment of Germany and its elimination from a decisive position in the 
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Western World. What prospects of permanent peace would this bring 
with it ? Nothing in the fundamental attitudes of the peoples of the 
democratic countries offers a serious obstacle to such a permanent peace. 
There will still be dangers from the sense of the national prestige, but 
there is nothing inconceivable in working out a system by which diffi- 
culties of this sort could be met. There is nothing in the institutions of 
the western entente powers which fundamentally opposes the idea of 
peace as does the will to domination which is the very nature of the 
German autocracy and, one should add, of the Japanese autocracy. 
War is a necessity for a monarchy which rests upon a militaiy basis. 
No such logical contrary to peace exists in the structure of the com- 
mimities which are fighting the Central Powers. What is necessary to 
reach such an understanding that war could be avoided is the aban- 
donment of the causes of war. These are the domination of colonies 
and spheres of influence for avowedly commercial reasons; the national 
support of concessions and investments made by citizens of one coimtry 
in the enterprises of another, protective tariffs ^nd trade wars, and finally 
the absence of neutralization of citizenship. 

Although this last elimination of a cause of war is referred to quite 
frequently by the author, it is most imsatisfactorily treated. His 
illustration is found in the large numbers of foreign citizens who live 
quite contentedly in the United States without becoming naturalized. 
He does not discuss their loss of the privileges of political life in America 
nor the detriment to our community of the presence of large numbers 
who are intimately affected by the political conditions which they cannot 
help to control. Nor does he discuss the manner in which without change 
of citizenship people could become a part of the governing body of the 
commimity within which they happen to reside. Presumably Veblen 
contemplates a situation in which national consciousness would largely 
if not entirely disappear, and with it any citizenship which would have 
to be protected when the individual found himself in foreign parts. 
This seems a fair assumption because the author finds nothing in a 
national consciousness which has any other function than that of pro- 
viding possible causes for hostilities between different communities. 

Not only does the removal of these occasions for war involve no 
fundamental conffict with the structure of Uberal states of the Western 
World, but Veblen could sense a real movement in the direction of these 
changes in international life when his book was published in February 
of last year. Since then the demand for such measures for the safe- 
guarding of peace has become much more articidate. They are logical 
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expressions of the animus of the liberal state to live and let live. The 
author, however, sees another danger to peace which successful accom- 
plishment of all these measures would not remove. A peace in our 
modem industrial state would quicken the industrial process imder its 
present financial control. It would hasten the process by which the 
conmiunity is being divided into the nine-tenths who are without pos- 
session and the social control which possession gives and the tenth which 
includes those in possession and control and those who are their inune- 
diate managerial, legal, engineering, and scientific satellites. The 
material interests of these two groups in the community are so opposed 
that a condition favorable to their sharp differentiation must tend to 
precipitate a struggle between them, a struggle whose issue would be 
the continued control of the process of industry in the interest of private 
financial gain. The appearance of this revolution or the serious threat 
of it would complicate the peace of the world, for no more effective 
damper upon revolution could be found than the awakening of patriotic 
fervor by an attack upon another country, and the danger of the spread 
of revolutionary spirit from one country to others might well lead those 
countries which viewed with alarm a revolution elsewhere to come to 
the assistance of the propertied classes with their military power. Thus 
even a peace which had been won by the elimination of the dynastic 
power of Germany would carry in its own bosom the germs of social 
disorder and the threat of later international strife. 

The rigidity of the Veblenian categories is occasionally relieved by 
an apparent recognition of other forces which are there and at work, 
though they have no logical place in the economic world. Thus the 
author recognizes a sense of a '^community" which has been independent 
of dynastic loyalty and has been an inheritance in France possibly from 
Roman times. The English attained a national sense through their earlier 
revolution in which the dynasty lost its hold on the loyalty of the people; 
and yet the attitude of these peoples, commonly called democratic, is 
referred to by Veblen as a habit of "insubordination." He recognizes 
that the spirit of these people with so-called liberal institutions is ''to 
live and let live," though the reason for this more social attitude is found 
only in the absence of an imperial establishment. In a word, there is 
no indication of positive social forces in society which in the midst of 
imperialistic, political, and economic movements tend toward demo- 
cratic control It is of course true that Veblen is writing, not an exposi- 
tion of the social order, but an account of the prospects for a permanent 
peace, and yet the reasons he gives for his conclusions could not be 
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adequate if they left out of account profound social forces that work 
with or against those which he has depicted. The author's account is 
of the hostile self-assertion of nations over against each other and of 
economic groups within these nations. 

After all, these conflicts are taking place within societies. The 
economic struggle between the possessing-employing class and the work- 
ers of the nation is at the worst within a community in which there are 
common interests, and common interests beside common national hatreds. 
The vivid international economic, artistic, scientific, socialistic, reli- 
gious, and humanitarian movements that affected all classes in all the 
coimtries of the Western World before the war are sufficient evidence 
that there existed an international society within which this catastrophic 
struggle has arisen. One need not be a Hegelian and maintain that all 
movements are contradictories arising out of a social situation and lead- 
ing to a synthesis that harmonizes them to recognize that society exists 
because it has a principle of life within it, and that the present struggle 
may very well make possible a higher organization within it, as the con- 
fficts of groups and individual interests have in the past made for a more 
highly organized community. Veblen isolates the forces of national 
and class self-assertion in dynastic and capitalistic control and insists 
that they inevitably work out in sodal exploitation alone. Yet in the 
history of human society self-assertion in groups and individuals has 
led through rivalries, competitions, and finally co-operations to new 
types of individuals. The present-day legal and political citizens are 
individuals who have slowly evolved with the institutions which have 
grown out of group-struggles and a feudal society whose entire occupation 
was internecine warfare. During the period of this feudal chaos there 
was indeed an international consciousness which found its expression 
in the Holy Catholic church and the Holy Roman Empire, for there have 
always been forms of social conduct which have held people together, as 
well as the fights in which groups and individuals have sought to destroy 
and exploit each other. It is true that self-assertion either in the group 
or in the individual has been imiversally hostile in its early forms, for 
a social order in which one can assert himself or his group while he asserts 
and respects the rights of others comes later and is a development out of 
the earlier hostile attitude. What Veblen calls patriotism is the attitude 
of members of a hostile group. A "sense of solidarity in prestige" is 
the sense bf group-superiority which one always possesses or seeks to 
possess in a fight. If by definition patriotism is to be restricted to the 
hostile consciousness, all that Veblen says of it is true. But if it is to 
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include the attitude of members of the community toward other com- 
munities in their co-operations and arbitrations and satisfactions of 
mutual claims, or even in their rivalries and competitions which are con- 
ducted in other ways than fighting, a "sense of solidarity in prestige" is 
not an adequate definition. As the attitude of hostility develops into that 
of national individuality with the growth of international organization, 
patriotism in the Veblenian sense will be an early stage in the development 
of such a community sense as can function in an international society. 

The passage of feudal loyalty into loyalty to a national monarch was 
due to mediation by this latter loyalty of a consciousness of a larger 
society. It was not simply the transfer of a blind attitude of subordina- 
tion from one master to another. Nor was the formation of the German 
Empire the result of a blind transfer of loyalties. It was the achieve- 
ment of the German national consciousness that made this loyalty to 
the Hohenzollems possible. This positive content of national conscious- 
ness Veblen's doctrine of patriotism ignores. It is a consciousness that 
comes with the feel of the greater values that belong to more complete 
community life. In all fields of sodal endeavor it is the sense of value 
for the community that is the basis of the final estimate, and the more 
complete this community sense can be the truer will be our estimates. 
To resolve this social consciousness into its negative expression in fighting 
is to lose, not only its positive import, but also the recognition of its 
passage from the negative form into that which can animate a society 
of nations. It is entirely true that a dynastic state must stand on a 
militaristic foundation and under any condition must be a continual 
threat of war. But the dynastic state may dig its own grave by advan- 
cing social organization, as indeed the German bureaucracy was doing 
till it took refuge in the present war. The opportunity of the German 
government after the formation of the empire, lay in the fact that its 
militaristic state was independent alike of the capitalistic employer and 
the masses of the laborers. This superiority over the industrial and 
financial group enabled the German government to inaugurate a program 
of social legislation which nations with liberal institutions have but 
tardily undertaken. In the countries with liberal institutions the 
financial and industrial magnates have so dominated their governments 
that this German legislation, though undertaken in the interests of the 
workingman, has been but slowly copied. Two powerful influences in 
the support of the German dynastic government are then the achieve- 
ment of the German nation and of a continuous program of progressive 
social legislation. Veblen's account considers nothing but the age-long 
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habit of loyalty to dynastic masters in German land. Though habits 
so ingrained change of themselves but slowly, a government that is 
dependent for its popular support upon its recent social achievements 
may well fall when such accomplishments fail. Veblen's formula b too 
simple and abstract. 

Veblen's book was written before the publication of the program of 
the English Labor party and the author was unable to comment on it. 
It is a prognUn that assumes that the wealth of the community can and 
may be conmiandeered for the common good. All governments among 
the belligerents are acting today upon that principle. Unquestionably 
such a program would not have been formulated by the English Labor 
party at this time but for the war, but it is after all an outcome of the 
democratic movement in our modem industrial democracies. It is not 
a movement to abolish private property. It aims to proceed slowly and 
experimentally. It has been dependent on the development of many 
forces besides the growing power of organized labor. Education, 
sanitary science, the prevention and elimination of disease, improved 
housing, and other social undertakings have contributed to the formation 
of the present conception of what should be the standard of life, and this 
is responsible for the recognition that the wealth of the community can 
be and should be spent by the community for those community values 
which can be obtained in no other way. Now this movement which 
gives the content to the program by the English Labor party gets no 
recognition from Veblen, who sees only the tendency of wealth to gravi- 
tate into the hands of the few, and their tendency to spend it for purposes 
of conspicuous waste or, to use his other formula, ''pecuniary waste and 
personal futility." Veblen's formulas are too simple and abstract to do 
justice either to sodal movements or to the psychology of the individual. 

George H. Mead 

UNIVEKSrrY OF CmCAGO 



Trade Unionism in the United States. By Robert F. Hoxie. 
New York: D. Appleton & Co., 1917. $2.50. 
Professor Hoxie's critique on American trade imions appears at a 
time when they are more securely intrenched in American life than ever 
before. It is timely both because it throws light on the efforts and 
purposes of these organizations and because it lays the intellectual 
groundwork for sound programs for economic reconstruction. Inevi- 
tably as the war draws to a dose, and as the forces which it is shaping 
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become clearer, various plans for social reorganization will spring up in 
America as they have in England. And they will have value only as they 
are animated by the sort of tough-mindedness which characterizes 
Professor Hoxie's thinking. To be pwitient in inquiry and fearless in 
realism was his constant effort. And in the treating of such a complex 
subject as trade unions this patience and fearlessness were especially 
needed. They have, moreover, been amply rewarded, for the present 
volume promises to stand for some years to come as the most penetrating 
and S3mipathetic interpretation of the labor movement. 

There are four major ideas which at the same time underlie the 
detailed discussion of trade-union policies and constitute the vital con- 
clusions of the study. The inwardness of the book will be most readily 
imderstood if we consider briefly these four ideas and indicate the way 
in which Professor Hoxie has used them. 

The book gets its first claim to realistic treatment because of an 
insistence upon the psychological point of view. Professor Hoxie has in 
the second place had constantly in view the conception of "function" 
which De Maeztu has since popularized in his AiUharUy, Liberty and 
Function. His discussion of labor's attitude toward scientific manage- 
ment constitutes the third valuable feature of the book. And his 
reiteration that the labor problem is fundamentally a problem of control 
is the fourth idea. 

The book includes no systematic discussion of modem psychology 
in its relation to the labor problem, but a service of equal value is rendered 
because this knowledge animates the entire thinking of the author. His 
specific references to psychology are few and general. For example, 
in discussing "the rational man" he says: 

I do not intend to deny that men do weigh and balance before acting, or 
to maintain that they are not at all rational. What I mean to say is that they 
are not altogether rational, that they are moved by love and hate, fear and 
prejudices, habits and propensity, apart from and often in opposition to the 
dictates of rationality. And this is not onljr in line with common observation 
but with modem psychology, which tells us that we are bimdles of propensities, 
preconceptions, impulses, and habits — some of them inherited from a remote 
past. We are guided in our action both by feeling and habit, by intellect, and 
perhaps more by the first than by the last. 

This is as explicit as his references to the contribution of modern 
psychology ever become. He had not followed the train of thought 
which Professor Carleton H. Parker's writings have started regarding the 
relation of the psychology of the abnormal and of suppressed desires 
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to the interpretation of industrial unrest. Nor did he utilize in detail the 
"behavioristic" psychology which seeks to understand conduct in 
terms of the interaction of instinct and intelligence. But without 
the obtrusion of this scholarship he successfully held in view his knowl- 
edge of human nature; and he used this conception of human nature 
as a touchstone to which he brought institutions and movements for 
judgment. 

The conception of functional organization is in the last analysis a 
simple idea. Wherever there is a function to be performed, a group of 
interests to be protected, an organization will in all probability be 
created to perform the function. The widespread recognition of a 
common need or of common unprotected interests means the creation of 
a new group. The extent of organization among manual workers stimu- 
lates Professor Hoxie's ciuiosity; and the main question which his book 
seeks to answer is: Why do tirade unions exist; what fimctions are they 
expected to perform ? The question is not raised in vain, for Professor 
Hoxie's answer is specific, practical, and complete. The book demon- 
strates that they do not exist by chance or because of the "cussedness" 
of labor agitators. They exist in the first instance for purposes of 
defense. The trade union is seeking to defend the human rights of 
the manual worker in the face of an economic evolution in which credit 
control is increasingly centralized and large-scale industry increasingly 
prevalent. Yet, as Professor Hoxie rightly points out, the function of 
defense, while it is obviously an inunediate one, is not the basic one. The 
point is made that to secure defense under existing conditions the purpose 
must be the securing of increased contrcd. In other words, the trade 
unions have a fimction; they are bom of necessity. And their vital 
character is leading them on to make claims in the government of 
industry which exceed the mere request for "reasonable" adjustment 
and demand participation in control. 

It is because scientific management at every point balks the fulfil- 
ment of this purpose of extended control of industry by the workers 
that it is so cordially condemned by organized labor. Professor Hoxie 
has made the point that the application of "simon-pure" scientific 
management results in the weakening of trade unions because it mini- 
mizes craft training and craftsmanship; it puts all matters of judgment 
and discretion in the hands of the management and leaves the worker a 
mere "hand" in a great industrial machine. Indeed the emphasis 
of scientific management upon output and low unit costs means, in the 
absence of other offsets, that all the evils of capitalist production are 
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being progressivdy accentuated Whether the unions have recognized 
this consciously or not does not matter. The fact remains that scientific 
management applied without correctives would mean overproduction, 
underemployment, an oversupplied labor market with workers bidding 
each other down in an effort to get a day's work. And with an unerring 
instinct for self-preservation the unions have obstructed the application 
of Taylor S3rstem ideas. Its unadulterated success would leave the 
workers not only stripped of any share in control but unprotected as 
well 

The limitations of a book devoted only to understanding what is are 
well illustrated in this discussion of scientific management. The study • 
makes no great effort to pull together its own conclusions or to draw the 
more obvious lessons from its own facts. "Scientific management," 
concludes Professor Hoxie's chapter on this subject, "properly applied, 
normally functioning, should it becpme universal would spell the doom of 
effective unionism as it exists today." But the obverse of this conclu- 
sion is less clear, especially in the light of the upheaval of ideas which the 
war is causing. It is not true, as things stand today, that trade unions 
"properly applied" and "normally fimctioning" would "spell the doom 
of effective scientific management." The pessimism of Professor Hoxie's 
conclusion is obviously at odds with his own dynamic conception of 
labor's place in the community. To be sure he is merely stating a 
fact in recording trade-union opposition to "efficiency systems"; but 
his implication is that it will be pemanently impossible to reconcile labor 
organization with efficient operation in industry. The direction, even 
when he wrote these chapters, was all the other way. The play of crea- 
tive intelligence in the industrial world was beginning to show methods 
of reconciliation. They are to be more plainly seen today. Both 
"effective unionism as it exists today" and "scientific management 
properly fimctioning" are in constant flux. Neither is blind to the 
forces at work in industry and neither is unaffected by them. 

Indeed the gradual shift of emphasis in the labor world from the cry 
for "more, more, more" in the way of wages to demands for joint control 
of shop affairs and methods means that the chance for labor to control 
improvements in process will increase. And the control of labor over 
processes will, if present indications are true, mean not stagnation in 
operating methods but their readier acceptance, provided that the workers 
secure simultaneously guaranties of regular work and adequate pay. 

The demand for control is after all the real demand of the unions. 
The unions are groups of manual workers, interested in a share of life 
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as well as of livelihood. What life means, how it is to be secured, labor 
does not always know. But it does know that control over the great 
economic forces that make and break civilizations is now in hands that 
are blind to human, personal considerations. The recent demands of 
the British Labor Party for a "new social order" were made by a body 
composed predominantly of trade unions, schooled in trade-imion dis- 
cipline, taught by trade-union experience that "wages, hours, and 
conditions" were poor substitutes for "a new deal all round." What 
the trade unions of England now want is "the democratic control of 
industry, the enforcement of the universal national minimum of sub- 
sistence, the social control of credit and finance, and the utilization of 
the industrial surplus for the workers' good." A large order, but one 
bom of a vision of popular control in which human and personal ends 
are dominant and determining. 

Professor Hoxie is not discussing English labor, but the developments 
in the English world convincingly illustrate his text American labor is 
as yet less vocal in its demands than its British colleagues; but, as the 
author says, its claim for increased control already "interferes vitally 
with current distributive methods and results; it combats at every point 
the employers' claims of rights in the management of industry; it con- 
flicts with the legal theory upon which our social and industrial system is 
based and with the established law and order; in many ways it opposes 
our conventional ethical standards and notions of right and justice." 

In the period of American reconstruction these claims for a thorough- 
going modification of existing legal, business, and ethical standards 
promise to be pressed with maximum vigor. Whether or not they will 
be urged in a spirit of tolerance or in a passion of revolt remains, as 
Professor Hoxie intimates, for the "third party" to decide. For he is 
convinced that the existence of a "public" with a "public opinion" is a 
reality— a reality that can have determining weight in industrial affairs. 
Being a realist, the author has not conceived of America as arrayed 
"capital" against "labor." He sees rather varied opposing interests 
aligning and realigning as interests and functions change. But in any 
one controversy, even though it be on a large scale, there are " the people 
.... a party already capable in ordinary cases of acting as mediator 
and arbiter between the warring classes." 

Professor Hoxie goes farther than this, however, if I understand him 
aright. He appears to look with favor upon the rather unrealistic idea 
that "with the growth of knowledge of social affairs and the increase of 
social interaction fostered by democracy, this third party will gradually 
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control the warring classes and ultimately absorb them. The social 
will will then be supreme, and social harmony will prevail. The attain- 
ment of this end involves a constant extension of social control in the 
form of legislation and public opinion in the support of the weaker 
warring class — the workers." Nevertheless he goes on to add that 
"while in matters in which the interests of the warring classes are really 
opposed there appears to be no possibility of a third party altogether 
yithout any economic class interest and bias, or of setting up general 
and ai)solute or exact standards of social right or justice to which all or a 
majority can be depended upon to adhere, there is a possibility of dis- 
covering in connection with every such specific problem minima and 
maxima which represent a nearer approach than at present exists to social 
right and justice." 

And he concludes the boc^ sturdily enough with a strong, ringing 
plea for the development of "social standards, of a constructive program, 
and of the maddnery to put it into force." Pointing out that the "so- 
called public has no machinery of action, or constructive program, and 
no means of getting into the game before the struggle is on," he valiantiy 
cries out for a "means of informing the public beforehand" in order " to 
make action a school for the development of social understanding and 
constructive ends." 

Okdway Tead 

Washington, B.C. 
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MERCANTILE AND AGRICULTURAL ECONOMICS 

Improvement of agriculture has until recently involved only 
questions of farm technique. Better farming meant improved 
tillage and more scientific analysis of soils, a system of crop rota- 
tion, and the use of the latest improvements in farm madiinery, 
and hence enlarged production. In brief, the whole conception of 
agriculture was that of a factory. The workers in this agricultural 
factory were all supposed to be skilled mechanics, that is, trained 
scientists. Generally speaking, ''the workers were trained as 
horticulturists, soil chemists, or veterinarians, rather than as 
economists."" 

This attitude has been radically changed in recent years. The 
concept of farming has been broadened to include the problems of 
marketing and the organization of the farm itself, and a new and 
specialized function has grown up under the name of farm manage- 
ment. Under these new conditions the farm is no longer merely a 
factory for increased production; it becomes in a true sense a bus- 
iness and takes on all the responsibilities of a business. The 
inevitable result is that f annii^ is compared more and more with 
the manufactiuing plant and the store. In order that these com- 
parisons may be accurately made and that no false impressions be 

* £. G. Nourse, "What Is Agricultuial Economics ?" Journal of PMical Economy 
XXIV, 375. 
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created, it is important at this time that we examine the relation- 
ships between these types of business. The following discussion 
will therefore include the following main points: (i) Farming as a 
business, (2) the influence of mercantile econoniics in the organiza- 
tion of the farm business, (3) the assumed differences between 
mercantile and agricultural economics, (4) certain conclusions 
which develop from this analysis. The aim in view is to consider 
the growth of farm management, the borrowings which farm 
experts have made from business principles developed in mercantile 
and manufacturing enterprise, and the alleged essential differences 
between farming and manufacturing or merchandising. In this 
discussion the so-called business principles of manufacturing and 
merchandising will be included under the term '* mercantile eco- 
nomics." Agricultural economics will mean the ** application of 
business principles to the farm." 

I. FARMING AS A BUSINESS 

' When a department of the federal government was created to 
>take care of agricultural problems it naturally ran to scientific 
studies. In the first place the department was filled with those who 
were primarily interested in increased production and with those 
who had been trained in agricultural methods. As the department 
grew in importance and called to its service experts from various 
colleges its ranks were recruited from those who were soil experts, 
agricultural chemists, and animal husbandmen. This was right and 
< proper, since' the prime purpose of the department was to increase 
the output per farm, to adapt crops to soil conditions, and to pre- 
serve the fertility of the land. Other phases of agricultural problems 
were left to shift for themselves. In fact in the early period the 
most important problem of all was increased production. 

When one turns to the writing on agricultural subjects he finds, 
also, a reflection of this emphasis on agricultural science. It was 
not imtil after the op>ening of the twentieth century that books began 
to appear on "economic" phases of agriculture. In 1905 there was 
published a book with the title Agricultural Economics, by H. C. 
Taylor. This book was clearly an attempt to carry over the estab- 
lished economic method of discussion into the agricultural field. 
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Much of the terminology of the older economic texts will be foimd 
in it. But there is also an attempt made to discuss farming from 
the point of view of business organization. Such topics as the size 
of the farm, market prices, principles of valuing land are taken up. 
This is. in short an early appreciation of the fact that farming is 
something else than mere scientific agriculture. A few years 
later another book appeared, imder the title Readings on Rural 
Economics, by T. N. Carver (191 1). Here the author is revealed 
as an economist who is primarily interested in rural social prob- 
lems; and the eflfect of an earlier theoretical discussion of the 
distribution of wealth can be seen in this book. There is here, 
however, some realization of the farm as something other than a 
place for the study of methods of production; it is likewise a place 
to live. These two books show the crystallization of the idea that 
a farm must have a manager who can understand more than the 
mere problems of production. 

Within the last few years several other texts have been pub- 
■ lished, bearing directly on the subject of farm management. As 
early as 1902 there was begun in connection with the Minnesota 
Agricultural Experiment Station a series of studies in the cost of 
production on the farm. These studiiefe enlisted the interest of the 
United States Department of Agriculture to such an extent that it 
shared half the expenses of the investigation. The results of these 
studies were published in 1911.^ In 1907 a series of lectiu*es was 
published xmder the title Farm Management,^ The author of this 
book had realized clearly the phase of agriculture which had thereto- 
fore been left neglected. "To market a product advantageously,'' 
he wrote, "is as essential as to produce it economically. In short, 
business methods are as important as production methods."^ 

In response to this new demand the Department of Agriculture 
organized the Office of Farm Management and the Office of Markets 
and Riu*al Organization, and many sp>ecial bulletins have been 
issued from time to time by these bureaus. The latter office has 
been especially interested in the co-operative movement among 
farmers. 

' U.S. Dept. of Agr., Bureau of Plant Industry, Btdletin 2j2. 

3 By F. W. Card, Rhode Island Agricultural College. » Preface, p. 5. 
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There was thus launched the new idea in agricultural economics. 
Farming was no longer merely producing more efficiently. Farm- 
ing was a business, and the farmer was a business man as well as a 
scientist. 'Tanning is a business the same as banking or running a 
department store."' A distinct literature is growing up around 
this new subject of farm management. The primary purpose in 
the movement seems to be to carry into farming activities the prin- 
- / dples which have been developed in other kinds of business. ^* Farm 
Management is the study of the business principles in farming. 
It may be defined as the science of the organization and manage- 
ment of a farm enterprise for the purpose of securing the greatest 
continuous profit."* 

If farming becomes a business the farmer must take on the 
responsibilities o£ a business man. He must not only produce but 
he must also sell to advantage what he has produced. The two 
main points which he must henceforth consider are, first, what does 
it cost to produce these products, and, second, by selling at market 
prices, what profit is made on them ?* The farmer thus becomes 
more fully commercialized. The farm and the farmer are neces- 
sarily less independent and less isolated than before. To his study 
of physical and biological sciences the farmer must now add the 
social science of economics. This entails, a study of marketing, 
and a study of marketing focuses the attention upon price formation. 
But one cannot analyze prices without dealing in some way with 
profits, and profits in their turn demand for identification an ac- 
counting for and an itemizing of costs. As a natural consequence, 
therefore, there is at once a call for farm records, farm accounts, 
and all the data necessary for a determination and comparison of 
costs. The farmer must provide all these things if he is to meet 
successfully the problems of a business manager. 

It is from the point of view of farm management that the 
business of farming must find comparison with mercantile and 
manufactiuing establishments. Since this movement was a later 
development than urban business, it was only natural that a dis- 

« E. H. Thompson, Farmer's Buttdin 311^ p. 5. 
* G. F. Warren, Farm Management, Preface, p. 5. 
< Thompson, Farmer* s Bulletin $11, p. 5. 
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tinctive influence should be carried over from the dty to the 
country. It is now proposed to examine the borrowings by the 
new group of farm management experts from mercantile economics. 
This will be discussed imder the three topics of terminology, 
principles, and methods. 

n. INFLUENCE OP MERCANTILE ECONOMICS 

I. In terminology. — ^The group of men who first imdertook the 
development of farm management were for the most psyrt those 
who had come to the task as agricultural scientists. There were 
a few who had been trained as economists, but they devoted 
their attention primarily to general marketing problems. As a 
matter of fact there had been no means offered to gain instruc- 
tion in business methods so that the experts in farm management 
could equip themselves for the new work. As scientists their 
attention had been devoted very largely to questions of production 
and only incidentally to selling problems. They understood soils, 
they knew the principles of agricultural chemistry, they had 
q)ecialized in the raising of horses or of cattle or of poultry, but they 
had not been trained in principles of business management. The 
agricultiural college curriculum a few years ago rarely included even 
a general course in elementary economics. It was far more rare 
to find a course devoted especially to agricultural economics; and 
even then it was only superficially agricultiural. 

With the development of the farm-management idea, however, 
courses of a new character were organized. These had to do with 
the farm as a business unit, and attempted to apply business 
principles to agricultiural problems. When it became necessary 
for some part of these coiirses to be devoted to the keeping of farm 
records there was again no means offered to secure the necessary 
basis of accounting knowledge. The very best that could be ob- 
tained was entrance into a general course in elementary accounting. 
The books and forms studied in such coiirses were those which had 
developed from experience in industrial and mercantile enterprises. ^ 
It was quite natural, therefore, that these business forms and I 
methods should have a profound influence in the shaping of farm 
records and farm accounts. 
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It was necessary to gather material for these new courses in 
farm management from actual practice. Those who guided this 
new study used in general the inductive method, for there was no 
other basis upon which they could begin than the experience of 
farmers. In consequence they went from farm to farm endeav- 
oring to ascertain how the business was conducted and with what 
results. As has been said by one writer on the subject of farm 
management, "the best way to determine the best methods of 
conducting the farm business is to learn how the most successful 
farmers have achieved their success."' This method of study very 
naturally led to the making of surveys. Typical farms were selected 
and the investigators, trained in agriculture and experienced in 
farm methods, went from place to place collecting data. If those 
who laid claim to being experts in farm management had been able 
to secure only meager business equipment the conditions of the 
individual farmer may be left to the imagination. It was found in 
most cases that no records of any kind were kept on the farm that 
were in any sense complete or reliable. Certain investigations 
were frankly based upon the facts given by farmers* wives who 
"kept no accounts except in their head."' In a method of this 
sort there is obviously a very great chance for bias in the facts, and 
such bias undoubtedly appeared. The agricultural investigators, 
however, have frequently declared that the facts obtained in this 
manner were remarkably accurate, as had been confirmed by 
certain checks which had been made upon the memory of those 
who gave the information. In any case a vast amoimt of valuable 
material was accumulated. 

The methods of dealing with the facts thus secured by the 
various investigations were very largely borrowed from what has 
been called in this discussion mercantile economics. In the matter 
of terminology, for instance, the writers on farm management 
have taken over the language of the mercantile economist. 
The very term "management" is adopted from that source. The 
definition of farm management usually contains some reference to 

' Warren, Farm Managemenl^ Preface, p. 5. 

»Cf. "What the Farm Contributes Directly to the Fanner's Living," Parmer's 
Bulletin 635. 
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"business principles," which can only mean the methods of con- 
ducting mercantile and industrial enterprises. The farm from the 
point of view of farm management becomes a "business organi- 
zation" and is discussed as such with reference to "efficient use of ^ 
capital," "farm incomes," and "labor incomes." In the language 
of this new study the farmer becomes an "entrepreneiu:," a "bus- 
iness manager." There is also a discussion of " capital investment," 
of "fixed" and "circulating" capital. Part of the returns to the 
farmer is now called "wages of management." The records of the 
farm business are called "farm accoimts" and correspond, of course, 
to the mercantile accoimts. In this portion of the field there is 
also a direct borrowing from mercantile language. There is the 
question of "depreciation" and the need for making a careful 
"inventory," and there are the "debit" and "credit" accoimts. 
This same influence is also revealed in the definition of farm manage- 
ment itself. "Farm Management includes the selection, planning, ^ 
organization, and development of the farm and the daily and 
yearly conduct of the farm business."' It may thus be seen that ' 
the language of mercantile economics has likewise become the 
language of this phase of agricultural economics. 

2. In principles, — ^The influence of industrial and mercantile 
business, however, has been far more important than the mere 
contribution of terminology. It must be remembered that farm 
management is a study of business principles in farming. Some of 
these principles which have been taken over from urban business 
practice will be noted. For instance, in the matter of location, v 
it is now well recognized that the problem of location is of great 
importance in the establishment of any industrial or mercantile 
enterprise. The business manager who contemplates a certain line 
of manufacturing should first analyze with great care the essential 
factors which determine the best location for his business. The 
importance of these different factors in location will naturally vary 
with the particular kinds of business, but the general principles are 
true for all types. 

The principles of location have also been applied to the farm. 
Accordingly, detailed studies have been made of the determining 

» U.S. Dept. Agr., Bureau of Plant Industry, BuUdin 236, 
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factors in selectihg a desirable farm. It is true that these have not 
all been purely economic considerations. Other influences of very 
considerable importance have been permitted to enter, as will 
appear from a later discussion. An enumeration is, however, made 
of what have been called "factors of location." The two chief 
factors are said to be those of climate and soil fertility. Besides 
these general factors there are a number of subordinate ones, such 
as surroxmdings, rural telephone, transportation, market facilities, 
opportunities for schooling, church facilities, medical attendance, 
and social opportunities.' These factors have to do with the 
general environment of the farm. Besides these, a careful analysis 
is required of the farm itself. Such items as the following are to be 
considered : the farm layout, the lay of the land, the fertility of the 
soil, phjrsical properties, drainage, water supply, improvements, 
healthfulness, taxes, roads.' 

A survey of these factors of location will immediately show that 
they have an analogy in mercantile economics, in so far at least as 
they deal with the economic phases of the farm business. It makes 
no difference whether the business manager contemplates mining 
coal, copper, or iron ore, whether he considers imdertaking the 
manufacture of shoes, clothing, or steel rails, or whether he ejipects 
to set up in business as a general merchant; there are factors of 
location which he must consider if he is to be successful. It is 
obvious, therefore, that the principles of business here are substan^ 
tially the same for farm management as for industrial and mercan- 
tile management. 

Take the problem of management itself. Business mani^ement 
may be defined in brief as the best combination of factors that will 
produce the highest continuous net profit. This means that a 
business must be kept well balanced. All parts of it must be 
adjusted so as to work harmoniously. Labor must be kq>t 
employed profitably at all times. The task of everyone employed 
should be adjusted so as to bring the right man into contact with 
the job for which he is best fitted. The manager must find the best 
use, or combination of uses, for his plant, whether it is a factory or 

■ Warren, op. cU,, chap, xviii. 

' Card, op, cU,, chap, vi, pp. 56-63; Warren, op, cit,, chap, nx. 
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a store or a warehouse or a railroad. There is also a question of 
the main product in its relation to by-products. The large packers 
of meat have claimed that their profit arises from their use of by- 
products. The large manufacturers of steel have foxmd a profit- 
able use for slag. There are scores of instances where business 
mani^rs have derived profit from by-products of their industry. 
It is a duty of the business manager to make the most of his 
opportunities in all these cases. 

If one turns to the farm he finds that here again analogous 
problems of management arise. The farm manager has the task of ^ 
determining the best combination of factors to produce the highest ) 
continuous net profit. He, too, must keep his farm business well 
balanced. There is for him the problem of keeping labor continu- 
ously and profitably employed. It is his duty to have work planned 
for the rainy day and for the off-season. He must make use of the 
by-products of the farm; he must adjust all the parts of his business 
so that they work together harmoniously; seasonal interstices must 
be filled up. These principles the farm-management leaders have 
been quick to learn from the experience of those engaged in mercan- 
tile enterprise. 

The business manager, moreover, who is engaged in a mercantile 
enterprise has come to realize the importance of experience of past 
years, in all branches of his business, in order that he may lay his 
plans for the future. For this purpose he not only devised various 
methods.'of keeping accoimts and records which should be of service 
to him in accuracy of detail, but he has also established his business 
policies for the guidance not only of himself but of all those who 
work with and for him. The manager of the farm is now being 
taught that he, likewise, must know his business. He, too, must -^ i 
keep accounts and records, and these accounts and records must be ! 
of such a character as to serve him for a "guide in planning his 
business. 

One thing needs to be said with the greatest emphasis and that is, that good 
accounting is the key to all successful administration, whether in farm, store, 
factory, or tran^x)rtation company. This is a fact which farmers have been 
slower than other business men to accept. Good accoimting means, of course, 
much more than mere keeping of cash accounts, or a record of receipts and ex- 
penditures. It means such a record as will enable the farmer to tell exactly at 
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the end of the year how much every part of the farm enterprise has cost hun, 
how much it has brought him. By this means only will he be able to determine 
just where his losses have occurred and just where profits have been made. 
Until he knows this, he is in constant danger of one of the commonest mistakes, 
that of losing as much on one product as he makes on another.' 

3. In methods. — Certain terminology, then, and certain prin- 
ciples have been taken over from industrial and mercantile eco- 
nomics by those who are leaders in the development of farm 
management. It may be further noted that in addition there are 
definite methods of calculation, also, which have been adopted. 
There is, for example, the farm income. This is generally defined 
as being the difference between receipts and expenses. The term 
** expenses" in this case means the actual expenditure during the 
given period for hired labor, for seed, for machinery, etc. This 
method of calculating income is precisely like that employed in any 
mercantile establishment. There is in the farm accounts, also, a 
method of drawing up debits and credits which is practically the 
same as for general business. It may be said that the accoimting 
forms that have been devised for keeping records on the farm are 
almost entirely built upon mercantile usages. The method of taking 
inventory is likewise very much the same. The items which are to 
be credited to the farm are handled in the same way as they would 
be handled in any other kind of business. There is here a difference 
in detail which in some cases is of very great significance, but on the 
whole the methods are the same. One lesson in accoimting which 
the farmers have learned thoroughly from mercantile practice is 
that of charging up the items of cost. Not only their labor charge 
and a charge for all actual direct expenditures are itemized, but 
there are also numerous incidental charges which are included, 
such as veterinary expenses, dues to farmer^s associations, sub- 
scriptions for farm papers, and so forth. 

Since the farm, although generally consisting of a small unit, is 
almost never a simple business, there has often been foimd a need 
for keeping separate accoimts. Consequently, a single crop may 
have its own special set of records. This means, of course, the 
taking over into farm business of the general mercantile custom of 

* Carver, Principles of Rural Economics, pp. 270-71. 
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departmentizing accounts. This practice is nothing more or less 
than the allocating of accounts.* 

This discussion has been carried far enough to show that the 
business of the farm is not so different from other kinds of business 
as to make it necessary to discover a complete system of new prin- 
ciples or methods. It seems fair to conclude that experience has 
shown that business is business, whether carried on in a factory, 
in. a store, or on a farm, and that there is the same need for careful 
records, that the same terminology can be employed, and that the 
same methods of calculation can be adopted. There are differences 
to be sure, in many details, but the general experiences are the 
same. It now remains to take up the so-called essential differences 
between the farm as a business unit and the factory or store. 

in. MERCANTILE VERSUS AGRICULTURAX ECONOMICS 

I. Essential differences, — ^The agricultural experts, however, 
have not depended wholly on the principles of mercantile business. 
While they have applied many of these where application was 
easily made, from the first they have claimed that there exist cer- 
tain essential differences between the farm as a business and the 
store or factory. '*A11 attempts," says one writer, "to apply city 
methods of bookkeeping to farm cost accoimts must fail as they 
always have failed."' 

One of the chief reasons why these differences have been claimed 
is that the business activities on the farm cannot be standardized v/ 
in the same way that they are in other kinds of business. There is 
a difference, for instance, between machines in a factory and live 
stock on a farm, although both of these from a business point of 
view transform raw materials into finished products. Dairy ex- 
perts are now accustomed to liken the milch cow to % machine. 
But, unlike the cow, the machine is never temperamental. More- 
over, since the farm as a business is very complex, no matter how 
small it may be, there are usually, even on the specialized farms, 
many different kinds of activities with different ends, in view. 
Even the smallest and the simplest farm imits will have chickens, 
pigs, colts, calves, an orchard, and half a dozen different crops. 

* Warren, op, cU,, p. 430. 



Digitized by 



Google 



78o JOURNAL OF POLITICAL ECONOMY 

This condition makes necessary a diversity of aim and practice 
unknown to other kinds of business. In these other kinds of 
business the plant is usually devoted to a particular service. 
However nimierous and complicated the manufacturing processes, 
for example, they are all organized for a common composite result. 
This significance of purpose simplifies the organization and manage- 
ment. Under these conditions when the plant is equipped, when 
the machines are set up and started running, they remain v^ry 
much the same day in and day out. 

It may thus be seen that in any manufacturing plants or any 
mercantile establishments where these business activities are 
single in purpose and standardized in practice a comparison of 
results is made easy. Responsibility for output runs back finally to 
the man in charge of such plants or stores. That is, business 
managers may differ greatly in degree of efficiency, and the degree 
can be determined by a comparative study. Under standardized 
practice and conditions there is thus a check on managerial ability. 
This is not true, it is claimed, in regard to the farm manager. The 
farms are so different, the inlBuences so varied, the factors deter- 
mining results so uncontrollable, and the processes so unstandard- 
ized that no comparison is possible. 

In the United States, as has been said, the farm has for its 
general unit the family; American farms are called '* family-sized 
farms." This means that the energy of the entire family group is 
devoted to the various farm activities. ^ Out of this condition there 
develops another essential difference between the farm and other 
types of business.' "^ The family relationships are not the relation- 
ships of employer and employee. ^ Work on the farm fpr the farm 
boys and the farm girls may have a far different aim in view from 
that of work in a factory or a store. There is in this farmwork 
an element of discipline which is entirely outside of economic 
relationships. There is, also, a process of informal training or a 
kind of apprenticeship connected with it. Furthermore, there 
is the question of the healthfulness of outdoor exercise and an 
element of social relationship which again take the work outside 
of mere economic calculations. In this respect, also,, there is said 

' Cf. B. H. Hibbard in Hoard's Datryman^ January 35, 19x8, pp. lo-ix. 
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to be a vital difference between agricultural economics and mercan- 
tile economics. 

It has also been pointed out that the general problem of labor 
mam^ement on the farm is essentially different from that in other 
business. ''The large area over which the operations must be \ 
conducted (there are some farms of 640 acres) makes it impossible \ 
to use factory methods."' This means that there can be no direct «^* 
personal supervision over farm labor. It means, also, that farm- 
work is frequently interrupted by changing weather conditions, so 
that an entirely different kind of labor must be found at an instant's 
notice. It is also dear that there are no large groups of workmen 
on the farm to compare with those in factory or shop. 

Another mistake, it is said, is made in comparing costs in indus- \ 
trial and mercantile establishments with costs on the farm, because ^ ] 
the controlling factor in farm costs is the weather. ''A mistake is 
made in comparing costs in mercantile establishments where the 
business is sheltered from the weather with business on the farm 
where the hazards of weather make the difference in costs.''* 
The point is that the internal problems of the factory or the store, 
because they are shut off from the outdoor world by the four walls 
of the establishment, are essentially different in character from 
those on the farm that are open to all the changes of weather which 
are so important to farm production. It would probably not be 
claimed that the difference is so great between the farm and work 
in a shipyard, for example, which likewise cannot be protected 
from weather changes. Nevertheless, the essential difference is v 
not in the interruption of labor by imfavorable weather conditions, 
but the fact that returns from labor in the one case depend upon 
favorable weather conditions, and in the other case upon direction 
of labor energy. 

Such conditions as these have been emphasized by writers on the 
subject of farm management for the purpose of justifying certain 
fundamental differences between farming and other types of busi- 
ness, in calculating costs and in keeping accoimts. It would not be 
difficult, of course, to show that there are just as complicated 

« Warren, op, cU,, p. 596. 

' Editorial in Hoard's Dairyman, February 8, 1918, p. 104. 
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accounting tasks in industrial and commercial life as those cited 
above. The question of joint costs in railroad accoimting has long 
been the classic model of the Gordian knot for the accoimtant. 
In mercantile establishments, particularly, the cost problem has 
many intangible factors almost equal in difficulty with those on 
the farm. How much does it cost, for instance, to sell a shoe- 
string, or a bit of pink ribbon, or a hairpin, or even a hat or a 
dress in a large department store ? The difficulty of the problem, 
however, should not be permitted to justify erroneous methods. 

Some of these so-called essential differences need to be analyzed 
carefully in order to discover wherein the difference really lies and 
what consequences flow from differences in method. It is not 
possible to make a detailed analysis of each difference suggested. 
They will rather be classffied upder three main heads: (i) the farm 
as a home, (2) the calculation of the cost of raw materials at farm 
prices, and (3) the analysis of the farm income. 

I. The farm as a home. — One of the main differences between 
the farm as a business unit and the factory or store is undoubtedly 
the relation of the home to the business. ''The home and the 
business are so closely related on the farm that success depends to a 
large extent on the home."' The truth of this assertion will be 
readily admitted. The American farm should always have been 
primarily a home. All improvements on the farm, therefore, are 
likely to affect the home value, whatever their influence on pro- 
duction. It is possible to find many instances, which were more 
frequent in former years than now, of tradesmen who live in the 
rear of their stores and thus connect their home directly with their 
business. It cannot be said, however, that this is typical of commer- 
cial and industrial enterprise. The store and the factory usually 
are distinctly separated from the home. As the town grows there 
appear definite boimdaries for the business section, for the factory 
district, and for the residential section. 

Nevertheless, there is nothing in this difference between the 
city and the country to show any valid reason why these influences 
should not be carefully accounted for. There are in the city 
business many intangible factors to be recorded. The real estate 

* Warren, op. cU., p. 7. 
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companies are very careful to let these intangible factors appear 
in their accounts. As a matter of fact nearness to the business 
section or the factory district is a very large element in the valuation 
placed upon residential property. That these influences have 
worked differently in the city makes no difference in accoxmting 
principles. Unless the farm manager does disentangle these in- 
fluences his management will be open to error. "Probably the 
greatest source of error and confusion in oiu: farming accoimts is 
to be foimd in the fact that the farm business and the farm home 
are not separate. This results frequently in burdening the former 
with the expenses which properly belong to the latter.'^' 

It is admitted that any consideration of this relationship between 
the farm home and the farm business that will bring reliable results 
is extremely difficult. These are intangible values which cannot 
readily find expression in our conmion denominator of values. 
But it should not be forgotten that they are none the less real. 
Any system of record-keeping that is to represent the farm business 
fully and accurately must give them place. They correspond in a 
general way to a good location for urban business and to the good- 
will in mercantile activities. These intangible values are cared 
for in the system of records developed by mercantile economics. 
Sometimes. the item of good-will attached to a trade-mark or a 
trade name reaches up into the millions of dollars. These intan- 
gible values have often been bought and sold in the market. In 
any case they have been accoimted for in the books. They must 
be treated likewise on the farm. 

An instance of this phase of the subject is '* commimity improve- ^ ,. V > ^ f n v 
ments.'* The items included in this term are such things as roads, 
schools, churches, neighbors, general healthfulness, and even the 
"lay of the land. '* It is easily seen that such factors as these may 
not affect the productivity of the farm. Good roads may reduce 
the cost of hauling, but they also enlarge the living area for the 
farmer. The other items affect the farm very largely as being a 
place to live. The result which follows from this situation is that 
a farm may have a " trading value ^' which is different from its value ^ 
as a business.^ "Sometimes land that has very little agricultural 

* Nourse, AgricuUural Economics ^ p. 377. 
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value has a trade value just as an old horse that is worthless for 
, work has a trading value."* 

It has been claimed by those who write on farm management 
that the difficulty of accounting for these intangible values does 
not need to be met unless the farm is to be sold.' Such an attitude 
is not scientific nor is it a satisfactory one. These values, how- 
ever intangible, are assets and, as will be shown later, they do enter 
into the accounts in a way that makes them unreliable. It should 
be admitted that while it is difficult to disentangle personal accounts 
and farm accounts such a process is essential to clear and accurate 
accounting. Mere difficulty ought to be no legitimate obstacle to 
their careful consideration. It might easily be pointed out that 
they are not more difficult to handle than many nominal accoimts 
in commercial and industrial business. But more important than 
anything else is the fact that they frequently find expression in the 
monetary values which are attached to the cultivated acres. It 
has been said, for example, that ''these community improvements 
often represent a value of $1,000 an acre."^ 

There is another reason why this alleged difference between the 
farm as a business and other kinds of business should be considered. 
''The farmer lives at his place of business and pays no cash rent for 
the use of his house, while the fields and groves are nearly as much 
a part of his residence as the rooms in the farm dwelling."^ If, 
imder these circumstances, the condition of the farmer be compared 
with the condition of the business man in the dty the need for 
careful accounts of these values becomes apparent. It may be 
true that some of them can be measured only by the satisfaction 
they afford the owner of the farm. If they do enhance the value 
of the farm, however, they must appear clearly in the records. 

From this relationship between the home and the farm there 
arises another item for consideration. It has been said that the 
American farm is a family-sized farm. Since this is true all mem- 
bers of the family are supposed to contribute in some way to the 
farm activity and to receive from the farm something in return. 
Here, again, if the condition of the farmer as a business man is 

» Warren, op. cU,, p. 517. » Ibid,, p. 485. * Ibid., p. 513. 

* < E. A. Goldenweiser, " The Fanner's Income," U.S. Dept Agr., BuUdin 746, 1916. 
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compared with the condition of the business man in the dty the 
fact that the farm affords work for the children in the household 
must be noted. This work may be so severe as to become detri- 
mental; on the other hand it may be of such a character as to pro- 
mote the welfare of the children and to secure for them those 
very things for which the dty man must pay a high price. It is, of 
course, a question of fact in every case whether the work for children 
on the farm is detrimental or benefidal. Nevertheless, if the farm •" 
is charged with their labor the farm must likewise be credited with 
what it returns to them. 

This leads to the consideration of what the farm furnishes in *^ 
general to the household. As a natural resultant from the con- 
dition already described, i.e., the relationship between the home 
and the farm, there is need to analyze carefully not only what the 
family gives to the farm but also what the farm gives to the family. 
There has been a general saying that the farmer gets one-half of 
his living from the farm. This was a rough-and-ready estimate of 
the relationship just mentioned. Recent investigations, however, 
tend to show that the farm furnishes more than this amount of the 
farmer's living. ''The farmer derives two-thirds of his food and u 
fuel from the farm and pays no cash for them. When the value is 
placed on these items, it is wholesale value which is much less than 
the price paid for the same artides by city dwellers. "'^^ It is again 
a question of fact as to whether this produce, which the farmer gets 
directly from his farm, is in general superior or inferior to that 
which an average dty dweller buys at the retail store. Some 
estimates have been made of the mpney valuation of this produce 
which the farm furnishes.- These estimates vary considerably in 
amoimt. It has been said, for instance, that as much as $500.00' 
would be required to f ujmish the same amoimt of foodstuff if bought 
in the dty in small lots. This item has frequently been neglected v 
by those who deal with farm accounts.^ Such neglect is indefen- 
sible. There is a general human tendency by which the value of 

* Ihid, ■ Warren, op. cU,, p. 23; cf. pp. 24-25 for lower estimates. 

< Thompson, "What Profits the Farmer Receives," Annals (November, 1913), 
p. 1 79 ; cf . also C. W. Funk, Parmer* s Bulletin 635: general average, $42 1 . 1 7 , p. 5 ; house \ 
rents, $125.10; bought $173.91, p. 6, foodstuff is 62 per cent of what farm furnishes; ^ 
house, 30 per cent; fuel, 8 per cent. 
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the produce is minimized by the farmer and overestimated by those 
who are compelled to purchase the produce at the retail store in the 
dty. Farm accoimts should determine finally and accurately what 
the conditions really are. 

This question of the relationship between the home and the 
farm enters also into the land-tenure problem. If absentee land- 
lordism increases there is likely to be less and less attention paid to 
the home qualities of the farm, unless a long-time tenancy system 
develops. Changes of this sort, whatever they are, should appear 
in the farm records. Careful accoimting is even more important 
where the land owner becomes distinct from the farm manager and 
the farm laborer than where the manager-owner gains a large share 
of his livelihood from his farm. Fairness to all parties is necessary 
in the bargaining between tenant and landlord. 

There is still another feature of the relationship between the 
farm as a business and the farm as a home which needs to be noted. 
Man is like a tree in that he takes root to the spot where he has 
lived for a long time. Sentiment attaches to all his surroimdings. 
When a man has brought a farm imder cultivation he may find a 
peculiar attraction in field and grove which will enhance the value 
of the place to him. The time comes when he will not willingly 
exchange this place for another in which to live. "The farmer's 
location is generally perlhanent. Every beauty or convenience 
which he adds to his home are for him and his. Home comes to 
mean something to him and his children. Each improvement in 
buildings or equipment means far more than the possible profit 
which the change may afford."* Added to this, is the fact that 
moderately good judgment and reasonable enterprise will practi- 
cally insure a farmer, who is not too heavily burdened with debt, 
against want in the days when his labor is no longer productive. 
"An intelligent and industrious farmer need look upon the future 
with no apprehension, except as the result of some imusual mis- 
fortune His support is secured to the end of his days. Even 

when he is no longer able to work himself, his farm will continue to 
yield him comforts of life.''^ Among these comforts of life there 

' Card, Farm Management^ p. io8. 
»/Wrf., p. 95. 
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is this element of sentimental attachment which cannot be over- 
looked. If accurate records are to be kept on the farm, some way 
or other, no matter how difficult the task may be, this condition 
must appear in the accounts. Some kind of personal accounts v 
must be set up for it. In any case it will appear in the accounts 
clearly defined or disguised in land value, depending upon whether 
or not an attempt has been made to give it separate valuatfon. 
Especially if any comparison is made between the farm as a bus- 
iness and commercial and industrial enterprises of the dty must 
this item be determined. 

2. Calculating costs an the basis of farm prices. — There is said 
to be another essential difference between the farm as a business 
and the factory and store. This appears in the principles of farm 
accoimting as taught by the leaders in farm management and the 
principles of accoimting established in mercantile economics. This 
difference has to do with the keeping of cost accoimts on the farm 
where feedstuff is grown for live stock or for dairy herds. It is 
far more significant than a mere difference of method. There is a 
direct clash of opinion on a matter of fundamental importance. 

For some part of the way in cost accounting the farm accoimtant 
walks side by side with the mercantile accoimtant. The purpose 
of cost accounts, for example, in both cases is professedly the same. 
"Since the object of cost accoimting," says one writer on farm 
management, "is to help in studying one's business, it is evident 
that the interpretation of the results is the most important part of 
the work."' This statement means in the language of the mercan- 
tile accoimtant that the cost accounts have for their ultimate 
purpose an intelligent control of the business. This unity of pur- 
pose is given expression by the same writer when he says, "Men are 
now beginning to keep careful cost accounts and other records of 
industrial affairs of the business for the purpose of learning how to 
conduct the business more efficiently."* There is also a general ^ 
agreement as to the advisability of keeping accounts for different 
activities clearly separated. And not only in purpose are farm 

« Warren, op, cit., p. 443. 

'Ibid., p. 428; cf. Card, op. ciL, p. 145; Carver, Principles of Rural Economics, 
pp. 270-71. 
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accountants and mercantile accoimts agreed, but they are also 
willing to use similiar forms. 

And yet, although the purposes and these superficial character- 
istics of form and method are in harmony, there is a direct issue on 
principle. The agricultural economists have gone dead against 
mercantile and industrial practice in the matter of charging raw 
materials. It is clear that this question becomes a matter of very 
considerable importance when it comes to a comparison between 
the farm as a business unit and the store or factory. 

The theory held by mercantile accoimtants for taking care of 
raw materials is compactly stated by Montgomery in Auditing 
Theory and Practice, "The basis of value should be cost or market, 
whichever is the lower" (p. 24). This principle is endorsed by 
all reputable accoimtants and is almost the universal practice.' 
The reason which is offered for this principle of accoimting is that 
the object of accoimts is to know one's business for the purpose of 
better control. As one writer on farm management has declared, 
"No method is scientific that fails to coimt the cost.'** If it be 
granted that a knowledge of costs is a kind of knowledge that is 
essential for the best management, then it must follow by the very 
meaning of the word that there ^should be determined the actual 
cost of material. It is also evident that an accurate judgment of 
how to dispose of the finished product cannot be secured without 
'^an exact knowledge of actual costs. "^"The cost of the finished 
product is the accumxilated cost of the materials and labor that 
have entered into it. Unless you ascertain cost in this way, it is 
impossible to know the profit of any business."^ In a mercantile 
establishment this same principle comes to the front in the case of 
making inventory. The merchant cannot know the actual status 
of the business without this principle. 

Contrary to this practice in mercantile and industrial enter- 
prises, the agricultural economists have held to a farm-value theory. >^ 

'Nicholson, Cost Accounting Theory and Practice, p. 34; Dicksee, AccounUng, 
pp. 172-73; Esquerre, Applied Theory of Accounts, p. 171; Hatfield, Modem Account- 
ing, p. 102; Gilxnan, Principles of Accounting, p. 60; Eddis and Tindall, ManU" 
facturer*s Accounts, p. 4. 

■ Warren, Farm Management, p. 158. 

'Evidence in Chicago Milk Inquiry, p. 5521. 
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According to this theory the feedstuff grown on the farm is con- r' 
sidered as a finished product in itself, ''completely marketable," ' 
although it may be fed to live stock or dairy cows. The principle 
is stated as follows by a writer on farm management: "The cost "^ 
of feed is a factor in the maintenance of live stock. Where the : 
feeds grown on the farm are fed to the live stock, they should be | 
charged at the farm price. The farm price is the market price at ( 
the nearest regular market, less the cost of delivering it to the mar- 
ket."» 

Here a question of principle is clearly involved. The mercan- 
tile practice of charging raw materials at cost value has been called 
by one agricultural economist ''a foolish practice" when applied 
to the farm.* Since, however, the principle in mercantile enter- 
prise has developed from many years of experience and since it has 
received' such wide endorsement, it is only fair to put the burden 
on the agricultural economists to show good reason for its rejection 
in farm accounts. A reason has, indeed, been offered in justification 
of this difference in practice. The raw materials on the farm, that 
is, feedstuffs, such as com and hay, are said to be readily market- 
able. This means that a farm differing essentially from a factory^ 
or a store has a ready alternative use for its raw materials so that j 
the raw products of today may, without change, become the finished 
products of tomorrow. This simply means that a farmer after he 
has produced a crop of com may dedde to sell his com to the market 
rather than to his live stock. The mercantile principle, on the 
other hand, says that in the case of a dairy farm, for example, the 
feedstiiffs on the farm, as well as those bought in the market, are 
the raw materials to be used in the manufacture of milk. Logic 
and consistent accoimting practice would compell in this case, as in 
mercantile and industrial accounts, the application of the cost 
value. 

» Boss, Farm Management, p. 1 71 ; cf . Warren, op, cU., p. 45 ; Evidence before New 
York Commission; Nourse, Agrictdtwai Economics, p. 376; C. £. Ladd, System of Cost 
Accounts, and Farmer's BuUeUn 572, p. 3. The principle in this government report was 
taken from Professor Warren's discussion of it. The appearance of this principle in a 
government bulletin seems to carry with it a sanction of the U.S. Department of 
Agriculture. 

•Warren, dp. cit,, p. 45* 
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The position of the agricultural economist in this case is not 
sound. As a matter of fact, as will be shown later, not all the feed- 
stuff is marketable or has an alternative use. But even granting 
that the position is sound there might still be nothing in this situ- 
ation to justify a change of principle. The very purpose of cost 
accounting is to determine whether the farmer does right in feeding 
his com to cattle or hogs rather than in selling it to the market. 
Careful cost accounts are the only possible basis for a reliable 
decision. Cost of production alone can give rise to the scientific 
method which counts the cost. In addition to this, unless the 
feedstuffs grown on the farm where live stock and dairy herds are 
kept are considered as raw materials of manufacture, the farm is 
not a single business unit. That practice cannot be a wise one, as 
shown by those who have written on farm management, that will 
divorce one part of the farm business from the rest. 

It may be said, further, that this practice among farm econo- 
mists is unwise and is bad accoimting, not only because the enter- 
prise is broken up into different units, but because this method 
does not show the actual condition of the business. A primary 
aim of cost accounts is to keep costs and profits distinctly separate. 
If this is not done there arises at once a great possibility for error. 
For example, if feedstuffs grown on the farm are all calculated at 
farm prices, which is the regular market price minus the cost of 
hauling to market, there is a very great danger of overestimating 
their value. These products while on the farm are ungraded; 
a large part of them, also, is unsaleable. "On most farms large 
quantities of cheap rough foods are grown for which there is no mar- 
ket or which cannot be transported profitably to market. Straw 
from the various grains, com stover, fojdder, ensilage, and grass 
aftermath, are examples of this class of feedstuffs. ''' And yet if 
accounts are kept in the manner 'suggested by farm accoimtants, 
all these feedstuffs will go into the records, not only as if they were 
completely marketable, but also as if they were of first grade. 
In this case there is obviously an incorrect representation of facts. 
Such a lack of accuracy makes the accounts deceptive to the farmer 
himself as well as to anybody else who inspects the record. If a 

* Boss, Farm Managementy p. 127. 
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comparison be made on this basis, between the farm as a business 
and the store or the factory, the results will manifestly be unfair. 
In short there is in this method of accounting an element of dis- 
guised profits which is to be condemned by all accounting practice. 
Such records in commercial or industrial business would be said to 
contain what is called "book profits," which are profits that have 
never been realized. For the sake of accuracy and conservatism 
book profits are always to be avoided. 

That this method used in farm accoimts is a distinct weak- 
ness has been clearly shown in the case of the recent Chicago 
Milk Inquiry. When the farmers' records were produced in evi- 
dence before the Milk Commission, they contained this element of 
disguised profits. The dairy men had included the feed, whe4 
grown on their own farm, at market, not even at farm, prices. 
Since the feedstuflfs were at that time held in the market at very 
high war-time prices and since the farmers themselves admitted 
that a very large part of the feedstuflfs had been greatly damaged 
by early frosts, the inaccuracy in accounts was clearly revealed, 
and this inaccuracy was detrimental to the entire case of the milk 
producers. Under such drciunstances the point at issue becomes 
more than a mere question of theory. It is a matter of very great 
social importance. In this particular instance the general eflfect 
was bad. The evidence of the farmers was discoimted and the 
results of the inquiry were rendered unsatisfactory because there 
was no way of determining the actual cost of producing milk. 

There is, of course, no law either social or economic, that will 
compel a farmer to feed the products grown on the farm to live 
stock. As a business manager he is free within a very wide field 
to do as he will with the raw materials in his business.' As a bus- 
iness man, however, the farm manager will be judged by business 
men on the basis of business principles. He must, therefore, 
conform to the accepted principles of business or show convincing 
reason why he refuses to conform. So far in the development of 
farm accounts the farm has been in the hands of agricultural 
economists. The responsibility for the introduction of the principle 

* It should be pointed out, however, that if a large number attempt to market 
rather than feed these materiab the market price would be substantially reduced. 
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of charging raw materials at farm prices rests with these econo- 
mists. Their case has not yet been won. They have not shown 
convincing reason for not conforming with generally accepted 
business principles. They have sought and they continue to seek 
the actual cost of producing grain and hay and ensilage in order that 
they may compare these costs with the market price. There is, 
therefore, no obstacle which has deterred them from entering upon 
this very difficult task. Since they are already securing the neces^ 
sary facts, there is coming to be less and less reason for noncom- 
fonnity between mercantile and agricultural accounting practice. 
3. The farmer^s income. — ^A further point in farm accounting 
practice that deserves careful consideration is the principle used 
in the anal}^ of the farm income. A large amount of attention 
has been given in recent years to this subject by writers on farm 
management. It is, in fact, the focus of interest for those who 
discuss this question. The purpose of farm management, it will be 
recalled, is to secure the greatest continuous net profit. It is only 
natural, therefore, that attention should be centered upon the 
size and the character of the income derived from the farm. 

I The practice in question is the method of apportioning the farm 

/ income. This amoimt represents "the difference between the 
receipts and the expenses. It is not the net profit to the owner, 
for the interest on the investment and the value of the family labor 
have not been deducted.''' It is, then, a composite return; it is 
the total amoimt which is to go to capital and to "unpaid** labor.* 
The difficulty in analyzing this amoimt rises from the fact that the 
farmer is very often the owner and manager combined, so that the 
return on his investment is so closely joined with his own wages of 
management that it appears at first as a single Imnp smn. 

^ This farm income has been divided by agricultural accoimtants 
into two parts. One represents the interest on the investment 
and the other is labor income. The distinction between these two 
terms is made clear by the following definition: "The labor income 

; is the amount of money that the farmer has left after paying all 
business expenses of the farm and deducting 5 per cent for interest 
« Thomson, U.S. Dept. Agr., Bureau of Plant Industry, drcular y$, p. 6. 
' Bobs, op, cU,, p. 19. 
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on the money invested in the farm business."' The method used 
in dividing this composite farm income into the two general items 
is illustrated by data secured from certain investigations on New 
York farms. 

AVERAGES OF 670 FARMS IN JEFFERSON 
COUNTY, NEW YORK* 

Average capital $9,006 

Average receipts 1,890 

Average business expenses 735 

Receipts less expenses r>i5S 

Interest at 5 per cent 450 

Income from impaid labor 705 

Value of impaid labor (except owners) 96 

Labor income 609 

From the foregoing illustration it is dear that the capital in- 
vestment is first determined as the basis upon which the division 
of the farm income is to be made. The difference between the total 
receipts and the total expenses of carrying on the farm business is 
thus computed, which in this example is $1,155. The capital 
investment of $9,006 is then multiplied by 5 per cent in order to 
determine the amount of interest which is to come out of the total 
farm income. In this example the interest is $450. This amoimt 
being deducted from the farm income of $1,155 leaves $705 for the 
labor of the farmer and his family. The average value of farm 
labor on these New York farms was calculated to be $96 a year. 
The methods used in this calculation are not given. When this 
amount is subtracted from the income of all impaid labor, there 
remains the final item of $609 for the farmer. "This we call his 
labor income."* 

It is on the basis of this return that the farmer is compared 
with business men in industrial and commercial enterprises. 
If the basis is unfair or incorrect then the comparison resulting 
will necessarily be unfair and incorrect. The points at issue in 
this method are obviously the determination of farm value and of 
family labor. It is easy enough to check up the general rate of 
interest* which is the third item of importance. 

'Warren, quoted in Carver, Readings on Rural EconomicSf p. 576. 

*Ibid., p. 577. */Wrf. 
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This practice among farm accountants has been called into 
review in order to show that it contains bad accounting principles, 
and leads to unjustifiable conclusions. The first difficulty with 
the method here employed is that no device is presented by means 
of which the investment in land may be determined. The prac- 
tice in reaching conclusions in regard to equipment on the farm 
does seem to conform to general mercantile practice. It is arrived 
at by a record of actual expenditures and careful accoimting of 
depreciation. But farm accountants haye been strangely silent as 
to the methods which they have used in determining land value. 
There have been general, and more or less vague, assertions that 
touch upon this subject. "Rises in land values," says one writer, 
"are not included in farm income."' This, however, is not satis- 
factory. Some valuation was accepted as the basis of calculation. 
Was this the original cost ? Was it less than the original cost ? 
Was it the land value determined by a capitalization of income ? 
Had there been an increase in land values in this district ? If so, 
why ? Furthermore, if the land values had risen and if a return of 
5 per cent is demanded on this increase, why should it not be 
included in the accoimts ? These questions run to the very essence 
of accounting practice here. Another investigator has declared that 
"Normal values (not assessed values) were used in all cases. No 
amount was allowed for increase of value of land imless justified by 
new buildings, drainage, or other improvements. "* What are nor- 
mal values of land ? How are they determined ? These queries re- 
main unanswered. An investigation was made in 191 1 of the farm 
equipment on Ohio farms. The expert in charge of this invest- 
igation declared that "the value given for the bare land represents 
as accurately as possible the value exclusive of all improvements."^ 
This statement of principle is open to the same queries as the former. 

One cannot discover from these declarations any clear idea 
of the methods of valuation which were employed. There is no 
help, furthermore, to be had from the census reports, from which 

» Warren, quoted in Carver, Readings on Rural Economics^ p. 582. 

'Thompson, "Profits That Farmers Receive," Annals (November, 1913), p. 639. 

*L. W. Ellis, "Study of Farm Equipment in Ohio," U.S. Dept. Agr., Bureau of 
Plant Industry, Bulletin 212, p. 11. 
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much data has been taken for the calculation of the farm 
incomes. The working principle in valuation, however, has not 
been wanting in the field of agricultural economics. However 
uncertain it may be as to whether this principle has been em- 
ployed or not by farm-management experts, a clear statement 
was made some years ago. "The net rent, or the share of the 
gross returns which imder conditions of free competition is credit 
to land above what is necessary to keep land intact, is the 
starting-point for figuring the value of a piece of land."' This 
is, to be sure, a definite starting-point, even though the goal 
remains yet undetermined. Practically the same principle has been 
repeated by a more recent writer on the farmer's income. "The 
increase in the value of farm property, in so far as it is real, represents 
a capitalization of the increase in the value of the farm products. 
The farmer receives interest on the increase in the shape of greater 
returns for his crop."* No other principle for calculating the values 
of farm land and hence for determining the amoimt of investment 
has been definitely stated. The accoimting practice among agri- 
cultural economists may, therefore, be fairly judged on the basis of 
this principle. 

That this is a fimdamental consideration in farm accounting 
there can be no question. At present the subject is apparently care- 
fully avoided by writers in this field. Generally the method used 
by farm-management experts in treating the farm income has been a 
complete evasion of the whole subject. There is need for immedi- 
ate consideration by those who are analyzing farm accoimts. It 
does not conform to practice in mercantile and in industrial estab- 
lishments. 

If the principle of valuation stated above is now applied to the 
method used by farm accounts, to determine the labor income, the 
fallacy in it will become clear. The primary difficulty is that it is 
impossible to know, without further analysis, whether the accepted 
or assimied capital investment is high or low. Nor is there any 
principle yet pronounced by farm experts bearing on this question. 
If the capital investment has been made too high it is obvious that 

» Taylor, Agrictdiural Economics, p. 188. 

* Goldenweiser, American Economic Review, VI, 45. 
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the labor income will necessarily be too low. If, on the other hand, 
the farm investment has been made too low the labor income will . 
in consequence be too high. This is due to the fact that the labor 
income consists of what remains after a return on the investment 
has been deducted. It is also evident that if the principle of deter- 
mining land values, which has been stated, is used the capital 
investment moves up with the increase in price of farm products. 
Whether this rise in value is faster or slower than the increase in 
prices is not yet known. The probability is, however, that the 
increased valuation anticipates the rise in value of farm products 
and, therefore, permits a large speculative element to enter land 
valuation. If it be assimied, however, that the rise in value of 
farm land keeps stqp with the increase in price of farm products 
then it wiU not be possible for labor income ever to increase. This 
is obvious since the increased return on investment will necessarily 
absorb all increased returns on farm products. 

There is some evidence to show that such has been the case in 
the United States during recent years. One writer on the subject 
of the farmer's labor income has declared that there appears to be 
some kind of "equalizing influence '' at work on these labor incomes. 
His conclusion is, that " this equalizing agency must be the tendency 
for changes in income-producing power to reflect themselves in 
changes in land values. Lalx^ incomes tend through the work of 
economic law to a level, and the variations in productivity in the 
different sections will be.foimd in the differences in land values. 
Thus, it is not the wage-earner, the manager, nor the enterpriser 
who benefits by the social changes, but it is the owner of real 
estate."' There seems to be an element almost of naive sxirprise 
in the manner in which this conclusion is stated. But a little con- 
sideration shows that such a consequence must inevitably follow 
from the method of determining the farmer's labor income. In- 
creased value of land imder the principle of valuation stated above 
absorbs all the increased returns from farm products. The capital 
investment, therefore, is the item that changes with an increase in 
returns, and not the labor income. As a matter of fact, if this 
principle of valuation be carried to its logical conclusion, there can 

« P. L. Vogt, "The Farmer's Labor Income/' American Economic Review, VI, 813. 
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be no labor income for the farmer which is to be attributed to his 
ability as a manager, that is, there can be no wages of management. 
The simple reason for this is that he immediately capitalizes all of 
his increased returns into the value of his farm. Then, by calculat- 
ing s per cent on this increased capitalized value, he arrives at the 
same point for his labor income that he had before. 

There is, of course, no reason for alarm, even though the owner 
of the real estate, that is the farmer, alone benefits by the so-called 
social changes, when one remembers that two-thirds of the owners 
of farms are also managers, enterprisers, and farm laborers. It 
cannot be any cause for dismay to learn that a farmer has become 
wealthy, not because he is a farm manager, but because he owns a 
farm. The ultimate consequence is the same : the man is well to do. 

A further weakness in this method of dividing the farm income 
appears when the attempt is made to compare conditions on the 
farm with those in the city. However unwise such "odious com- 
parisons" may be, they are nevertheless constantly made. A very 
great deal of discontent has undoubtedly arisen from such compar- 
isons. Since they will be made whether wise or imwise, there is 
here a further argument, if any is needed, for a fair and accurate 
basis of accoimting. It has been shown by certain investigators 
that the labor income on the farm has not increased substantially 
since 1900.' " The labor income of the farmer," it is said, " appears 
to be subject to the same laws as the labor income of those in other 
industrial fields."* This question is discussed from the point of 
view of the general social situation; and the agricultural account- 
ants are sowing the seeds of a social unrest that the inherent facts 
of the situation do not appear to warrant. Under the principle of 
valuation which has been cited, it is manifestly impossible for the 
farmer's labor income to increase. Here, once more, is the old prob- 
lem of one trying to lift himself by his own boot-straps. The greater 
the return from the farm, with the capitalization at the prevailing 
rate of interest, the greater will be the value of the farm investment. 
If, in turn, this increased farm investment must first receive from the 
annual farm income its regular return of 5 per cent, there is and 
can be no increase left for the farmer's labor income. Such a system 

Hbid,^ pp. 809-20. *Ihid.f p. 813. 
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of accounting permits the farmer to be a poverty-stricken farm 
laborer at the same time that he is becoming a wealthy farm owner. 
There is certainly some fundamental diflSculty with an accoimting 
system that permits such an anomalous condition. 

It is to be pointed out, further, that such a system cannot give 
a fair accoimting to the tremendous increase in land values that has 
taken place in recent years. It has been calculated that the average 
annual increase in value of farm property between 1900 and 1910 
in the United States was $2,055,000,000. This estimate gives an 
annual increase of $323 for each farm in the United States, of which 
about $242 is estimated to be the increase in the value of land 
itself.' These figures from the census report show that the farm 
has been receiving every year an incre^,se in value of $242 on the 
average farm. During the same period his labor income is said 
not to have increased substantially. In the Middle West, where 
farm lands have increased very rapidly during recent years, the 
statistical abstract shows the following estimates:^ 



SUte 


ZQOO 


19Z0 


Illinois land value 

Indiana land value 

Iowa land value 


$1,514,113,970 

687,633,400 

1,256,757,980 


$3,090,411,148 
1,328,196,545 
2,801,973,573 





This increase of farm value has been in farm property alone and 
equals an increase of 109 per cent in a ten-year period. A part of 
this increase is no doubt pure speculation and was never paid. It is 
what has been called "the farmer's share in the increase of the 
nation's wealth."^ The system of accounting by farm experts does 
not separate the speculative element from the real value. As a 
matter of fact the method used permits the speculative element 
free access to the capital investment upon which a 5 per cent return 
is demanded before the labor income is determined. It follows 
that this method of accounting opens a way to an overcapitalization 
of the farm business that has been so greatly deplored in other kinds 
of business. The farm is thus permitted to demand a 5 per cent 
return on inflated farm prices. 

» Goldenweiser, American Economic Review, VI, 45. 

' Staiisiical Abstract^ p. 127. * Goldenweiser, op. cU. 
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There is also a situation which developed from this method of 
accounting that makes a comparison with other kinds of business 
unfair. It has been said frequently by farm experts that many 
farmers are making no labor income whatsoever. Some are in fact 
receiving a "minus labor income.'' "In one investigation one far- 
mer out of every three paid for the privilege of farming."^ It has 
also been declared that a very large percentage of American farmers 
are now living on the interest of their investment and that they 
"do not receive anything for their own wages. "^ It would appear 
that a careful analysis of this method of accounting might explain 
such a condition as a minus labor income. In other kinds of busi- 
ness it would mean simply that the capitalization was too large or 
that the management was not eflBident. If land is held at a specu- 
lative value, which anticipates all possible increases for the next 
j&f ty years, and if on the basis of these inflated values there is first 
deducted a 5 per cent return, it stands to reason that the labor 
income item must suffer. There seems to be no valid reason why 
the farmer's labor income should not be deducted along with other 
labor expenses before the return on investment is determined. 

It has been said that the capital investment on many farms is 
too small an item to be left for final consideration, and that since 
everyone can know what money is worth through the prevailing 
interest rate, but cannot assign a value to the farm manager's efforts, 
therefore, the return investment at the prevailing rate of interest 
should first be deducted in order to isolate the labor income to the 
farm manager.^ At the same time it is admitted that " the term 
'labor income' is very readily imderstood by farmers because it is 
directly comparable with the hired man's wages when the hired 
man gets a house, a garden, and some farm products."^ The logic 
of this argument is not clear. There is a prevailing rate of interest. 
There is also the readily imderstood term "labor income." So far 
as definiteness is concerned one may as easily be used as the other. 

Further defense of the accoimting practice has been made. An 
instance was cited of a farm valued at $2,000 with an annual farm 

« U.S. Dept. Agr., Bulletin 41, p. 11. 

» A. G. Spillman, quoted in Carver, Readings on Rural Economics^ p. 635. 

* Carver, op, cit,, p. 577. * Ibid. 
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income of $600. It was assumed that the average hired man's 
wages was $400. This left a margin of $200 for a retiim on invest- 
ment. This sum would mean a return of 10 per cent on $2,cxx:>. 
If, in contrast, a farmer had a capital investment of $20,000 and 
received $2,000 above expenses, he would have left, after deducting 
$400 for his labor, a return on his investment of 8 per cent. It is 
difficult to see why the smallness of the capital item in the first case 
would be a misrepresentation of facts. After all, the returns on capi- 
tal should be what the manager can make out of that capital in any 
given enterprise. If he works for another man his labor may bring 
him only what is paid to other workmen, but as a controller of 
capital and as a manager of the farm business he makes, by a judi- 
cious use of the capital, a high retiim. This return may as readily 
be accredited to capital as to labor. It will, in fact, contain an 
element of wages of management, which probably can be identified 
only with very great difficulty. The method would, however, 
avoid the imtenable position of fixing the farmer's labor income at 
a definite figure, in disregard of the sum total of his returns. 

If it be recalled that one distinction between the farm and other 
kinds of business was said to be the fact that whether hazards were 
greater in the former case than in the latter, it may be argued 
further that this fact makes the method used by farm accountants 
even more unsatisfactory. Since factory methods are more stand- 
ardized than farm methods it should follow that the difference in 
returns between factories would depend upon the degree of effect- 
iveness in management. On the farm differences in returns could 
depend more directly on the imcontrollable weather conditions. 
In the latter case managerial ability might be equal imder a con- 
dition of greatly varied returns. In the former case this could 
not be true. It could be argued, therefore, that farm accoimts 
should attribute the variable factors in returns to the farm plant 
rather than to the manager. 

The relationship between the farm as a productive unit and the 
farm as a home must be noted in the light of this principle. There 
are in this relationship certain intangible values which have foimd 
monetary expression in the value of the farm. Under the present 
system of farm accoimts it is possible to demand a 5 per cent 
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return on these intangible home values which have not increased 
the productivity of the land. It is the duty of the farm experts 
to devise a method of isolating these items. So far this has not 
been done. The present method only obscures the issue. 

Another question arises imder this method of accounting for the 
various elements in the farm income. How does the tenant fare ? 
In theory the tenant cannot afford, economically speaking, to pay 
except for the productive elements on the farm. To be sure, he 
must live, as every farmer must live, on or near his farm. He ex- 
pects, however, a return on these things for which he has bargained. 
What are the facts in this case ? In the United States one farm out 
of every three is rented (37 per cent in 1910). There are in 
general two methods of renting, one is on a share basis and the other 
on a cash basis. The essential difference in these two methods of 
renting is the difference in risk. In the former case the landowner 
shares with the tenant all the weather and other hazards in crop 
production. In the latter system the tenant assimies all these 
risks and contracts to pay a definite limip simi. 

As might be expected the returns to the landowner are different 
under these two systems. In general the return to the tenant in 
both cases is relatively larger than the returns to the landowners. 
*' We shall see later that the tenants in this area make a considerably 
larger labor income than the owners. ''* From another survey it 
was concluded that for the year 191 1 the tenants received on 124 
farms 7.3 per cent on their invested capital. An investigation on 
certain Iowa farms showed a return to the landowners of 2.3 per 
cent on a cash-renting basis and 4.28 per cent on a share-renting 
basis.' Another investigation of the conditions on New York farms 
has led to the conclusion that ''on any given capital the tenants are 
making more money than the owners.''^ 

An explanation for the higher return to the tenant has been 
offered by the farm experts. It is, in brief, that the tenant has a 
relatively larger capital outlay than the owner. That is to say that 

»" Practice in Chester County, Pennsylvania," Farm Managemenl, U.S. Dept. 
Agr., January, 1916. 

»Iowa Experiment Station, Bulletin IS9, pp. 166-69. 
^VJarreny Farm Management, p. s^^- 
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with a certain amount of capital he can control a larger amount of 
land/ From the survey of the method which has been used in 
analyzing the farm income it will appear, however, that another 
explanation can be foimd. Since a 5 per cent return on the farm 
value is first deducted before the farmer's labor income is deter- 
mined where the farmer is likewise the farm manager, it is clear 
that a s per cent return on any land valuation, that is less than the 
total farm income, is assured. When the landowner, however, must 
bargain with a prospective tenant it appears that this 5 per cent 
return on the former land valuation cannot be assured. It would 
seem that the obvious explanation is that a part of the valuation is 
not derived from the present productivity of the land, but from a 
speculative, that is an inflated valuation. Conclusions that have 
been drawn from certain investigations lend force to this view. 
"If most Iowa farm owners,'* it is said, "believed that land would 
not advance in price, they would sell at the market price and put 
the money at interest. They could get 4.10 per cent on time 
deposits, or 5.5 per cent on farm mortages, at a time when cash 
rent is 2.3 per cent and share rent is 4.28 per cent. At present the 
landowners believe the advance in price of land will make up for the 
difference between cash rents and the time deposit rate, or between 
share rent and the farm-mortgage rate of interest. They prefer to 
hold their land on this speculative basis."* It is plausible to assmne 
that this difference in return to farm owners and tenants is really due 
to an overvaluation of farm land; but if this is true in the case of 
tenants it is obvious that where landowners are also farm managers 
they are demanding a 5 per cent return on all speculative value. 

• IV. CONCLUSrON 

The importance of the so-called essential differences between the 
farm as a business and the factory or the store makes it worth while 
to attract particular attention to these points. It is not merely a 
question of method or of theory. Far-reaching economic and social 
influences are bound up in this whole question. Both sides cannot 

» Thompson, Annals^ L, 180. 

•Iowa Experiment Station, BuUeUn isg^ pp. 166-^. 
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be right. Today the weight of opinion and of practice is on the 
side of mercantile economists. Nonconformity in principle and 
method by agricultural economists must be justified by a convin- 
cing argument. Neither expediency nor difficulty is a sufficient 
justification. In order that the main points contained in this dis- 
cussion may be easily siuvieyed they are here assembled and 
nimibered. 

1. This discussion has called attention^ in the first place, to the 
recent development of a new view of agriculture. Farming has 
ceased to be a mere matter of production. The farmer is no longer 

a mere agricultural scientist. The farm is now considered a, busi->^ 
ness and a farmer now becomes a business manager. This means 
that farming takes its place among other kinds of business and that 
the farmer joins the ranks of business men. Under this condition 
the farm management must stand the tests applied to other kinds 
of business. The farmer also must meet his responsibilities as a \ 
business man. In other words, farming is now to be compared 
with mercantile and industrial enterprises. 

2. It has been shown also that the leaders in the new movement 
of farm management have come to their task somewhat poorly 
equipped in the matter of business training. They have been 
acquainted with the farm as a productive unit, they have studied 
the principles of scientific farming, and some of them have examined 
certain of the chief marketing problems connected with farm prod- 
ucts. These men have borrowed very largely from mercantile eco- 
nomics; their aim has been to apply '^business principles'' to the 
farm. There is, then, no independent system for the farm manager ; 
there has been only a modification or adaptation of the principles 
and methods used in mercantile establishments. It is, of course, 
right and proper to take advantage of the age-old experience of 
business men. This is exactly what the leaders in the farm- 
management movement should have done. Their cliief borrowings 
have been in matters of terminology and forms for records and 
accounts. A large body of principles has also been taken over. 

3. The main portion of this discussion, however, has had to do 
with certain so-called essential differences between the farm as a 
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business and other kinds of business. Claims have been made by 
the agricultural economists that there are certain mercantile prin- 
ciples that will not work on the farm. One difference that has been 
discussed in detail is the relationship of the home and the farm. 
A second difference is the principle employed by agricultural econ- 
omists in caring for the raw materials, i.e., for feedstuffs that are 
grown on the farm and fed to live stock. A third main difference, 
and one that is far more fundamental in character because it imder- 
Ues the other two, is the principle used in analyzing the farm income. 
This becomes a matter of special significance when it is made the 
basis for conclusions on general social questions. It is contended 
here that on these three points the farm experts have been in error. 
They have rejected the principles that have developed in mercantile 
business and they have used in their place the ones which they have 
felt would apply to their own particular problems. In doing so, 
however, they have opened the way for a very imfortunate misrep- 
resentation of facts. 

It is especially unfortunate because upon these facts have been 
based certain conclusions which will stand or fall according to the 
soimdness or imsoundness of the principles employed. As an ex- 
ample of these conclusions the following quotations are given: 
" On the whole the income of the farmers in this coimtry even when 
we include as a part of the income those things consimied on the 
farm where they are produced is certainly not more than suflBicient 
to pay s per cent on the investment and ordinary farm wages for 
the labor they do, and it is probably considerably less than this."^ 
The tendency appears to be "that social change reflects itself 
in land values rather than in labor incomes."^ **Many farmers 
would be better off financially if they sold their farms and loaned 
their money at 5 per cent and hired themselves out at current 
wages. ''^ **In the marked disparity between the rate-of- wages 
increase and land-value increase, may be found the basis for some 

'Spillman, "The Fanner's Income" in Carver, Readings on Rural Economics, 
p. 635. 

>P. L. Vogt, "The Farmer's Labor Income," American Economic Review, 
VI, 814. 

> Thompson, "Farm Bookkeeping," Farmer's Bulletin 511, p. 22. 
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of the serious problems confronting communities at the present 
time."^ 

It is against such conclusions as these that the present discussion 
is aimed. There may be here the basis for widespread social dis- 
content. If farm bookkeeping constantly shows returns that are 
discouraging to the farmer, the effect is of great concern to all 
people. There is no question about the essential importance of 
farming as a business; it must go on. There can be no differences 
of opinion about the question of fair return to the farmer. There 
may be serious question, however, about the method of accounting 
that misrepresents conditions. It is unfair to say that many far- 
mers would be better off financially if they sold their farms and 
loaned their money and worked for their neighbors, when the records 
upon which the conclusion is foimded are based upon a system of 
accoxmting that claimed the prevailing rate of interest on inflated, 1 
speculative land values. It certainly cannot be disputed that the ^ 
sum total returns from the farm are all the farmer can coxmt upon 
for his subsistence and his savings. But these total returns are of 
two sorts, one tangible, the other intangible. Both of these must 
be taken into consideration. 

There seems also to be little doubt that the farm experts have 
done work that is of very great value in toning up the entire farm 
business. They should be open to criticism on their methods, 
however, as all other business experts are. It is only fair to check 
them up by their own figures. Under present conditions they 
cannot be consistent with themselves. It is impossible, for example, 
to make the point that there is developing a serious problem in 
farm communities at the present time, because of the marked differ- 
ence between rate-of-wage increase and land-value increase, when 

' Vogt, op, cU., p. 820. 

For the good moral effect which may result from it, the following quotation is given 
which sunmiarizes returns on mercantile and industrial enterprises. These should be 
compared with the admitted returns on the average American farms. ''Leaving out 
of consideration the banking, railroading, and public utilities corporations, referring 
only to those that have to do with trade and industry, we find that there are about 
250,000 business corporations in the country. The astonishing thing is that of those 
over 100,000 have no net income whatever. In addition, 90,000 make less than $5,000 
a year, while the 60,000 remaining, the more successful ones, make $5,000 a year and 
over" (E. N. Hiurley, Printer's Ink [December 9, 191 5], p. 97). 
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the system of farm accoimting does not permit the labor income to 
increase, and when farm investigations lead to the conclusion that 
the farming population of the United States, an aggregate of thirty- 
million people, has a larger average income per family than any 
other equally homogeneous group of individuals of anything like 
the same size anywhere else in the world.' Inconsistencies of this 
sort rise from erroneous principles. Such errors should be speedily 
corrected. 

C. S. Duncan 

University of Chicago 

« Goldenweiser, "The Fanner's Income," American Economic Review, VI, 48. 
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THE CATTLE-LOAN COMPANY 

I. INTRODUCTION 

In the face of an insufficient European food supply we are 
today called upon to furnish beef in large quantities to the allied 
armies. Even before the outbreak of the present war beef pro- 
duction was a serious problem in the United States. From 1909 
to 1915 the amount of production decreased from 0.56 to 0.366 
beef animals per capita, and with some increase in production 
reached only 0.397 ^ ^Q^?- Th^ ^©^ for ^^ intensified produc- 
tion of beef cattle in this country will not end with the closing of 
the war; it will continue even beyond the period required for the 
rehabilitation of the beef-ravaged countries of Europe. Since it 
has been estimated that about 75 per cent of all cattle operations 
are carried on by means of borrowed capital, it can readily be seen 
that cattle production is essentially dependent upon adequate 
financing. 

In the early days, when the settlement of the territory east 
of the Mississippi was taking plade, there was very little need 
for the extension of credit. The opening of the vast territory 
west of the Mississippi, which became available to the cattle 
grower at a merely nominal price, gave a great impetus to 
the cattle industry. Commission companies established in the 
meat-packing centers realized the opportimity to earn profits 
and to control the industry by lending money to the cattle- 
men. Equipped usually with small amounts of capital, and with 
no adequate system of inspection and supervision, they lent money 
widely and injudiciously. The industry of this period was very 
chaotic. The cattle themselves were "longhoms," a wild, inferior 
feeding type; the ranches were unfenced and cattle "rustling'* was 
common; enormous losses resulted from insufficient water in 
summer and lack of feed in winter. Eventually the range became 
overstocked, and in 1895 ^tnd the few years following, the cattle 
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raisers suffered such heavy losses that they were unable to repay 
the loans, causing widespread failure among the commission 
firms doing business at that time. Cattle paper became very 
unpopular, and the stigma remained for many years. The present 
period of cattle financing began at about the opening of the 
twentieth century. While pasture lands have decreased to a 
pitiful fraction of their former size^the transition has brought 
system and stability to the cattle industry. The ranches are now 
practically all fenced, the cattle are an improved type, disease is 
well controlled, and "rustling" is over. Water is supplied by 
engines or Artesian wells, and adequate feed is stored for the 
winter. Skilled executives trained in approved business methods 
administer the affairs of the modem ranch. Cattle raising has 
become a specialized industry. 

There were about three classes of institutions lend ng to cattle 
growers in the early part of the century: (i) the small state banks 
over the country, which were limited in their loans to 25 per cent 
or less of their capital stock and surplus, and which could seldom 
accommodate any except the small local feeder or grower; (2) a 
few large commission firms which lent almost altogether on feeder 
cattle, with the object of increasing the commission business; 
(3) the large national banks, limited to 10 per cent of their 
capital and surplus in their loans to any one person, unable to 
accommodate many of the large ranchmen, and with no credit 
machinery to inspect and supervise distant loans after they had 
been made. 

Thus the national credit structure lacked a form of organization 
which could make tmlimited loans on cattle, and which possessed 
machinery for adequate investigation of prospective loans and care- 
ful supervision of consimmiated loans. It lacked, moreover, a 
form of organization that could serve the cattlemen as a broker 
between the borrower and the investor, and thus distribute the 
available capital into the proper channels. Cattle-loan companies 
which could perform these necessary fimctions have existed in 
various forms for many years, but only in the past decade have 
they increased rapidly in numbers and attained a great perfection 
of organization. 
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n. TYPES AND LOCATION OF CATTLE-LOAN COMPANIES 

Modern cattle-loan companies are divided generally into inde- 
pendent companies and those affiliated with state or national 
banks. The capital stock and surplus varies from $25,000 to 
$750,009. This is usually subscribed, in the case of the affiliated 
companies, by the directors and stockholders of the allied bank, and 
in certain cases friends of the men who are subscribing the majority 
of the capital stock have been admitted. The independent con- 
cerns as a rule have a smaller amount of capital stock, although 
there are a few independent companies throughout the country that 
are as large as the allied organizations. The independent com- 
panies, moreover, do not possess several distinct advantages which 
belong to companies affiliated with a strong bank. Generally, 
therefore, they are not as strong financially as the allied institutions. 

In the case of a loan company connected with a large bank, 
the officers and their staff are as a rule also officers of the bank. 
Since, however, they are chosen because of their superior knowl- 
edge of every angle of the cattle industry and cattle loaning, 
independent companies often have as competent executives and 
staff as are the allied loan companies. 

The majority of the best loan companies, both affiliated and 
independent, are incorporated. While many are organized and 
incorporated within the state in which they operate, it is rumored 
that the majority are incorporated in the state of Delaware.' This 
is probably true and is due to the advantages of smaller taxes, 
smaller organization fees, and certain legal advantages given by 
Delaware. There is an occasional institution that is organized 
as a joint-stock company. The affiliated companies are usually 
connected with some of the large live-stock national banks located 
in every packing center in the United States and ordinarily owned 
and controlled by some of the large packers. 

A large majority of the companies are located in the chief 

packing centers. These, together with the ones on the Pacific 

coast and those in New Mexico, constitute practically all of the 

large companies in the United States. It is in the meat-packing 

' The truth of this statement could not be confinned because of unsystematic filing 
in the office of the secretary of that state. 
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centers that most of the live-stock business is concentrated, for it is 
here that the stockmen naturally go in search of money. There 
is the advantage in such a location that it is often possible for 
the loan company to inspect the cattle to be purchased in the 
market. It is also an advantageous position in which to guard 
against the illicit marketing of cattle by dishonest borrowers. 
Moreover, these centers are the vantage-points from which all 
unportant events and movements affecting the cattle industry are 
best observed. And finally, since the packers were the first to 
discover the opportunity to establish cattle-loan companies, it was 
logical and easy to connect them with the existing live-stock banks, 
using the same building and officers. 

in. TYPES OF CATTLE LOANS 

Loans made by cattle-loan companies are divided generally 
into three classes. These comprise: (i) feeder loans, (2) stocker 
loans, subdivided into loans on cows, loans on yoimg stock, and 
"simmier loans," and (3) dairy loans. 

Feeder loans are made on beef steers which are ready to go into 
the last stage of feeding prior to their sale as finished beef. Their 
age will vary in different regions according to the custom of feeding 
either young or aged steers for market. Loans on feeder cattle 
are made to matiure within ninety to one hundred and eighty days, 
according to the age of the steers and the length of time they are to 
be fed. Loans of this type are usually not renewed. The interest 
rate will vary according to the region under consideration, the con- 
ditions of the money market, and the conditions surrounding each 
individual case. As a general rule, however, the rates will average 
from 8 to 9 per cent in the West and Northwest, and from 6 to 8 in 
the Central West. 

It is customary to lend occasionally as much as 100 per cent 
of the purchase price of cattle for feeding. In such cases the cattie 
must be considered of good quality, and the borrower must be a 
good moral risk with ability. He must have adequate watering 
facilities and shelter a^d sufficient feed to fatten the cattie com- 
pletely. It is usually insisted that the feeder show enough addi- 
tional responsibility to protect the company fully, for he must 
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assume (i) the expense of feeding and handling, (2) mterest on the 
borrowed money, (3) all expense mddental to moving to market, 
and (4) all the risks concerning declining markets, disease, and 
other contingencies. K the risk does' not warrant a loan for th« 
entire price of the cattle, it may be scaled down to as low as 80 per 
cent of the total value. 

Paper based upon loans on feeder cattle is extremely popular. 
The chief reason for the preference for this class of loans is their 
extraordinarily liquid nature. Feeder cattle are kept only a short 
time, never exceeding one hundred and eighty dajrs, and are then 
marketed and slaughtered. To the investor who buys paper with 
a maturity of six months these loans perhaps appeal more strongly 
because in the event that it becomes necessary to go beyond the 
loan company to the borrower for the payment of the loan this 
will be less difficult when the cattle are ready for consumption. 
From the viewpoint of the commercial banker it is certainly the 
most desirable class of loans. 

In addition, loans on feeder cattle become more valuable each 
day, as a steer on full feed will put on from one and one-half to 
two poimds of flesh daily. As the animal becomes heavier the 
quality of the beef also improves and the value of the steer is doubly 
increased. Steers in the feed lot are not subject to the same vicis- 
situdes of the weather, disease, and accident as are stocker cattle. 
Paper based on loans upon feeder cattle possessed of these ad- 
vantages ranks with the best commercial paper. 
^ One division of stocker loans is made upon breeding stock. 
This does not include registered herds, for the reason that the 
amounts necessary for eisich individual animal and the risks attend- 
ant on such loans are too great for the cattle-loan companies to 
assume. Loans on cows to be used as breeding stock are made for 
six months' time and may be renewed from two to four times if the 
conditions surrounding the loan continue to be favorable. The 
margin required on such loans will vary according to the same 
factors that enter into the making of feeder loans. These loans 
are considered long-time advances. Cattle of this sort are not so 
easily marketed as feeder cattle, the loans are not Kquid, and the 
margin of safety required is greater than for loans on feeder steers. 
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The percentage advanced on such loans may be roughly stated as 
about so to 60 per cent of the total value of the cows. The most 
desirable feature about these loans is the fact that the mortgage 
given on the cattle, as security for the loan, applies to the offspring. 
Thus not only does the security increase in value, but as the 
calves are sold the notes are liquidated. A loan made for eighteen 
months on a good herd of breeding cows will practically always be 
liquidated by the sale of the natural increase alone.' 

Stocker loans of another sort are those made upon yoimg steers 
and heifers intended ultimately to be marketed. These are also 
made for periods of six months, with a probable renewal of from one 
to three times. The margin required for this class of loans is also 
larger than for loans on feeder cattle. Since stockers are expected 
to be kept for growth, a loan on them is not considered as liquid 
as a feeder loan, but there is always a market for the stockers. 
Cattle-loan companies take the view that a good stocker loan to 
the right person is as desirable as any other. John Clay* says that 
a loan on stock cattle is gilt-edged when prices are advancing, but 
that when prices are declining nothing is poorer. It is indeed cer- 
tain that although these loans are now absolutely safe, since stock 
can be sold at any time without a loss, a loan company must be 
conservative in making them. There are several cattle-loan com- 
panies that lend almost exclusively on stock cattle, and their 
operations over a long period of years have been entirely successful. 

The third division of stocker loans is comprised of those called 
"summer loans." This is a special type found only in the West. 
Here, for example, a rancher will borrow the funds necessary to 
purchase a thousand head of stock cattle. He will place these on 
pasture during the siunmer and in the fall will sell the majority of 
them, keeping only those for which he has the necessary winter 
feed. These loans are considered safe, since they are for a short 
period of time, and since the ranches are practically all fenced. 

In addition to loans on feeders and stockers, there is a third 
class called dairy loans, made for the purchase of dairy cows. They 
are long-time loans and are usually paid by monthly instalments 

'Statement made by Beverly D. Harris before the Kansas Live Stock Associa- 
tion, Wichita, February 9, 1916. "Cattle Paper," p. 13. 

* President of the firm of John Clay & Company, Chicago. 
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from the proceeds of the sale of butter fat. Since they are not 
considered liquid and cannot be rediscounted or readily sold out- 
side of the district in which they are made, they are very infre- 
quently made by cattle-loan companies, and instead are usually 
made by local banks, which are in a better position to give them 
the necessary attention. 

IV. THE CREDIT ANALYSIS MADE BY THE CATTLE-LOAN COMPANY 

I. Steps in the making of the loan, — ^The cattle-loan company 
makes loans direct to the borrower and through the local bank. 
While many of the larger loans come direct, probably as many of 
the smaller ones are made with the local bank as with an inter- 
mediary. To facilitate the explanation of the steps which the 
cattle-loan company takes in granting a loan, it is assimied that 
the transaction begins with a written inquiry direct from the pro- 
spective borrower, who is unknown to the company. There are 
minor variations in the practices of different cattle-loan companies, 
but in the larger institutions, which make the major part of their 
loans in the range states, the process in all practical respects is the 
same. 

After the preliminary inquiry has been made the cattle-loan 
company sends the prospective borrower a form for an application 
for a loan. This contains a brief statement as to the residence of 
the borrower, his general financial operations in the past and at 
the present, the amount of loan desired, and a detailed description 
of all the cattle which may be available as security for the loan. 
This is filled out completely, signed in the presence of a witness, and 
returned to the company. 

If there is nothing grossly xmfavorable in this application a 
blank financial statement is forwarded to be filled out in detail and 
returned. The form of the statements used by the various com- 
panies is in no two cases exactly alike.' These generally contain a 
detailed balance sheet and information concerning contingent 
liabilities, insurance, title to property, and references. The truth 
of this statement is attested before a notary public. Practically all 
companies require the prospective borrower to submit a financial 

' A composite statement containing certain innovations of the writer can be found 
in a thesis entitled The Cattle Loan Company, in the University of Chicago libraries. 
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statement as a condition precedent to the granting of credit. 
There are three excellent reasons for this requirement. In the 
first place, all paper that is taken to a Federd Reserve bank for 
discount must have accompanying it a finanrial statement of 
the signer of the notes. In the second place, a statement of the 
borrower is necessary as a safeguard to the business. Since the 
loan company has loans outstanding to several times the amount 
of its capital and suiplus, it must insbt upon a substantial margin 
of responsibility behind the loan, otherwise a series of injudicious 
loans would leave the buyer of the paper "holding the bag." In 
the third place, there is often the same continuity of loaning in 
the cattle business as in commercial lines. In such cases the general 
financial ability of the man is very important, and a recent state- 
ment is a guide to the amount of credit to which he is entitled. 
As a general rule the majority of cattle raisers realize the benefit 
of a property statement to themselves and to the loan company 
and rarely object to making one of these. 

The third step in the process of making a cattle loan consists 
in having the borrower fill out and return to the company what is 
known as a "brand sheet." This gives in both illustrative and 
descriptive form the exact holding brand on the cattle of the bor- 
rower, as well as all other brands which may be on them. One of 
the advantages of such a sheet consists in its accuracy. In all 
subsequent dealings the cattle may be identified exactly. With 
the aid of such a sheet the loan company determines from the 
county clerk in the county in which the borrower resides whether 
any previous loans have been made on these same cattle. The 
company also uses this sheet in investigating the legality of the 
brands given, to make sure that the brands have been registered 
with the county clerk, to determine that the brand given is 'the 
holding brand of the borrower, and to make sure that the legal 
title is clearly vested in the person seeking the loan. In the same 
connection the brands are investigated in the various cattle-raisers 
associations. 

While these investigations are being made the company is 
investigating the general financial and moral responsibility of the 
man. This is true even though the cattle themselves are given as 
security for the loan. A factor of as great importance as integrity 
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and wealth is ability. It is an essential attribute of the borrower 
in every good loan. The most reliable sources of outside informa- 
tion which the loan company has in investigating the responsibility 
of the man are other banks. In addition, wherever it is possible 
the loan company investigates the general credit standing of the 
borrower through the various commercial agencies and through 
special sources. 

The most reliable and capable sources are the inspectors of 
the cattle-loan company. These men are often stockholders in 
the company. In all cases they have a deep interest in the welfare 
of the company, and usually they are men who have been con- 
nected with all phases of cattle growing and financing. Inspect- 
ors are sent to interview a man personally before any decision 
is made with regard to tB^ granting of a loan. They take note of 
the impression of honesty and moral responsibility the borrower 
gives. They note the general appearance of the place, as shown by 
the condition of the improvements, the fences, the soil, and the 
growing crops. They observe the air of thriftiness and industry, 
or the lack of it, that prevails about the place. They notice the 
general condition of the live stock on the farm and judge from it 
the abiUty of the prospective borrower as a feeder. They make 
sure that he has adequate facilities to care for the watering and 
sheltering of the added stock. They examine carefully the amoimt 
of feed which he has on hand. In general the representations made 
in the financial statement are verified. Finally, in all cases where 
it is possible the inspectors examine the cattle which the prospec- 
tive borrower intends to buy with the funds to be advanced by the 
cattle-loan company. They note particularly their quality and 
condition and judge whether the price to be paid is in excess of their 
value. They secure the brands on these cattle and check them 
with the reports received from the county clerk. If the cattle are 
purchased in a market center instead of in the state or commimity 
where the borrower resides, then the inspection takes place there 
simultaneously with the purchase. 

The more conservative cattle-loan companies refuse to make 
loans to a cattle grower who has money borrowed from other firms 
with other cattle of the same brand given as security. A multitude 
of complications may arise from these ''split loans," as they are called. 
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In the event that the investigations of the prospective borrower 
made by the loan company through all the available channels, 
including the report of the special field man, reveal that the man is 
a favorable risk, consent is given to the application. The borrower 
may already have cattle and may wish to use the money to purchase 
others to augment his herd. In that case he gives a chattel mort- 
gage on the cattle then in his possession, as well as on the ones to 
be purchased. If the loan company thinks that the applicant has 
asked for money to buy more cattle than he can handle adequately, 
however, it will reduce the amount of the prospective loan. It 
may be that the borrower has no cattle at the time and can give 
only the ones to be purchased as seauity. If he has asked for a 
larger loan than is warranted by the class of cattle which he offers 
as security, the amoimt again is diminished. 

The interest rate which is charged, as we noted previously, 
varies ^th the class of cattle offered as security, with the condi- 
tions surrounding the loan, and with the general conditions of the 
money market. Since the personality of the borrower is such a 
large and vital force affecting the interest rate, no definite rules 
concerning this can be formulated. The loan company has in its 
concepts certain men, however, either real or imaginary, to whom 
they will make a loan on a certain class of cattle at a given rate, 
under normal conditions of the money market, with certain other 
conditions which they regard as ideal. Variations from these will 
necessitate a different rate of interest. 

As soon as the amount and the rate of interest have been deter- 
mined the funds necessary to the purchase of the cattle are ad- 
vanced to the borrower. This may be done in a variety of ways. 
The Chicago Cattle Loan Company has a method that is efficient 
and at the same time properly safeguards the company. It 
advance the money by means of a "draft with a bill of sale 
attached.'' On one side of this is a draft drawn on the loan com- 
pany payable to the borrower on condition that the bill of sale on 
the reverse side of the form is properly filled out. In this bill of 
sale the seller of the cattle guarantees that he has good title to them, 
and he surrenders this to the buyer, who is also the borrower. He 
further agrees that all mortgages then existing on the cattle will be 



Digitized by 



Google 



THE CATTLE-WAN COMPANY 817 

released before he can demand payment of the draft. The cattle 
to be sold are described m detaU, and the pre-existing mortgages 
are listed. As a subsequent part of this same form the buyer 
assigns all his rights and title in the cattle to the Chicago Cattle 
Loan Company. The two parts are subscribed to by the signers 
before witnesses. 

If the cattle are purchased in the market center where the loan 
company is located the final inspection is a simple matter and takes 
place simultaneously with the purchase. As is often the case, 
however, the cattle are purchased elsewhere by the borrower. In 
this event an inspector is sent to the farm of the buyer. When the 
cattle are delivereki he inspects them to make certain that they are 
the same cattle that he inspected previously. 

The borrower then signs either one promissory note for the 
entire amount of the loan, or several notes aggregating the total 
loan. These are also signed by a second party. In addition, a 
chattel mortgage on the cattle applicable to the particular state is 
filled out and acknowledged by the borrower as grantor and the 
loan company as grantee. As a general rule the contents of 
mortgages applying to the various states do nof differ materially, 
but the manner of acknowledgment and filing is often different. 
The grantee always has absolute control over the cattle and pro- 
hibits the grantor from moving them from his premises or other- 
wise making any transactions affecting them without first securing 
its consent. Since the mortgage, to be legally effective, must con- 
form in every respect to the requirements of the state, and since 
these requirements vary with the different states, it is important 
to ascertain carefully these essential conditions. After the mort- 
gage is properly filled out and acknowledged it is filed with the 
county clerk. To safeguard itself further the company registers 
the mortgage, as it did the brands shown on the "brand sheet," 
with the cattle raisers' association of the state or district. 

It is very essential that a mortgage upon the cattle be required 
of the borrower. In the first place, it is a proper safeguard to 
the final payment of the loan. Cattle are quickly movable, and the 
loan company is usually located at a considerable distance from the 
borrower. While the loan company makes a thorough investigation 
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and very rarely experiences difficulty with a borrower, there is 
always the bare possibility that a borrower will attempt to sell 
the cattle and abscond with the funds. Since the legal title, by 
virtue of the mortgage, vests in the loan company, any individual 
purchasing the cattle from the borrower is responsible to the lender 
for the proceeds. A mortgage, moreover, assures the final pay- 
ment of stocker loans by giving the lender title to all the natural 
increase of the cattle of the borrower. In the second place, a 
chattel mortgage on cattle is a convenient instrument. Merchan- 
dise is usually located in the same town with the lender, and since 
it constitutes the stock of trade it cannot be given as security. In 
the case of cattle, however, intended to be kept during the life 
of the loan, it is no inconvenience to go through this legal 
safeguarding. In the third place, the mortgage provides an exact 
description of the security, and its registration with the county 
clerk and cattle raisers' association provides the machinery 
whereby the distant lender is able to trace the cattle if they are 
taken illegitimately from the premises of the borrower. Finally a 
mortgage is essential to effective control of the security by the 
cattle-loan company during the life of the loan. It gives the lender 
control over the feed and water of the borrower and absolute con- 
trol of the cattle. If any emergency arises demanding the move- 
ment of the cattle, the loan company by virtue of the mortgage can 
move them immediately. Instantaneous action in this regard is 
often necessary to protect the company. 

The cattle-loan company makes one or more inspections of 
the cattle between the time the loan is made and the time of its 
maturity. These are made usually by the same inspectors of the 
company that made the original investigations, the number of 
inspections depending almost entirely upon the borrower and the 
general conditions surrounding the loan. Even in the case of a 
new customer, if the conditions appear to be favorable, only one 
inspection may be necessary; while if the loan company is suspicious 
of the borrower and is dissatisfied with the general surroundings of 
the loan, several trips may be made to the farm to inspect the 
cattle. The district in which the borrower is located and the type 
of cattle loaned upon indirectly affect the nimiber of investigations. 
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The essential point in all loans is for the cattle-loan company to 
keep sufficiently informed as to the condition of the security to 
know at all times that the loan is safe. 

If the application for a loan comes through a local bank instead 
of directly to the loan company the procedure is practically the 
same. Although the bank has originally investigated the borrower 
and the conditions which surroimd the loan^ and in addition 
indorses the promissory notes of the customer, in the majority of 
cases the loan company reinspects before it purchases the notes 
offered by the local bank. 

2. Certain eooigencies that may arise before the tnaturity of the 
loan. — ^There are a few possible exigencies that may arise before the 
loan matures. It may be that the borrower exhausts his supply of 
feed. In such a case, the loan company either supplies the neces- 
sary feed or markets the 6attle. If it is a stocker loan and there is 
a shortage of grass, it may be possible to move the cattle to regions 
where grass is abundant. If it is a feeder loan and the cattle are 
in a marketable condition, it may be satisfactory to market them; 
if they are not, it may be better to supply the feed necessary to 
finish the fattening process. In any event the fxmds which are 
advanced are paid later out of the proceeds of the cattle. If a 
shortage of water develops, the cattle are moved to a supply when 
this is possible; otherwise, the only feasible plan is to rush the cattle 
to market. 

In rare instances the loan company may become suspicious of 
the actions of a borrower and will market the cattle at the first 
favorable opportimity. It is also barely possible that a continu- 
ously falling market may indicate such disastrous results that the 
marketing of the cattle is the only way to prevent further losses. 
These examples, as we shall indicate later, are seldom encountered. 
There are also isolated cases where the borrowers fraudulently 
attempt to market the cattle given as security. This, however, is 
practically impossible. In the first place, the field men of the 
cattle-loan company are always alert for such actions. In addition 
there are representatives of the various cattle raisers' associations 
in every market in the country. Since the mortgage and the brands 
are registered with these associations, if cattle arrive in the market 
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bearing the brand which has been registered by the loan company, 
the r^resentative oi the cattle raisers' association notifies the 
company of this fact and notifies the commission firm to which 
they have been consigned to hold the proceeds for the cattle-loan 
company. If the cattle are not consigned but are sold outright, 
the buyer is alwa3rs responsible to the loan company for the pro- 
ceeds, and the borrowier is liable to criminal prosecution. 

There is little possibility that disease will cause any large losses 
in a herd. The death-rate among cattle from this cause averages 
from 3 to 5 per cent. The foot-and-mouth contagion causes losses 
of less than 3 per cent. In addition, the government pays the usual 
market price for animals condemned with this disease and for 
animals condemned with tuberculosis. 

3. Elements of strength in cattle paper, — "As cattle sell, the loans 
they carry are automatically liquidated,* thereby rendering such 
loans, in our opinion, the best investment in the world for a truly 
colDomerdal bank." Bankers and investors everywhere are begin- 
ning to realize the truth of this statement. They are beginning 
to see that a good cattle loan outranks, even the best commercial 
paper, because it has many elements of security that the latter 
does not possess. 

The most essential element of cattle paper, and probably its 
strongest security, is its extremely liquid quality. Cattle loans are 
never made for a longer time than six months. Feeder loans by 
their very nature liquidate themselves at the end of the period by 
the sale of the security. There is a continuous cash market for 
cattle, and market centers are located near practically every com- 
mimity in the United States. There is a daily cash market not 
only for finished beef but for every class of cattle. Thus, if the 
necessity arises any kind of cattle can be marketed at any time. 
Stocker cattle are usually not intended to be marketed until they 
have attained their growth, but the fact that an established cash 
market exists at all times makes such loans almost as liquid as 
feeder loans. Moreover, section 13 of the Federal Reserve Act 
provides that loans based upon cattle as collateral, "and having a 
maturity not exceeding six months," are eligible for rediscount with 
the Federal Reserve banks by any member bank. This makes it 
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possible for a cattle-loan company to discount its paper on hand 
with the Federal Reserve bank if the allied bank is a member of the 
system. This also relieves the banker from dependence upon the 
markets. If for any reason he needs funds quickly he can liquidate 
at an instant's notice tlie cattle paper which he has on hand. Thus 
cattle paper is one of the best secondary reserves which a commer- 
cial bank can possess. 

A second point of security for cattle paper is due to the fact 
that it is based upon a life-necessity. "Panics may come and go, 
prices on the stock exchange may fall with a crash, the market may 
be suspended and security values decline imtil the margins are 
exhausted and the principal is lost, but as long as people can obtain 
food they will eat, and a goodly portion of their rations will be 
meat, and just as the demand comes fresh every day, so there is a 
market every day for cattle of eVery description, old or yoimg, fat 
or lean." The fact that the lender has legal control of the seouity 
back of the loan is an additional advantage for cattle paper. Ixx 
this manner the loan company is privileged to take all of the safe- 
guards necessary to protect the loan. Cattle paper is also strongly 
indorsed. In the beginning the borrower and a second party 
sign the promissory note. If the loan is made through a local 
bank, the bank places its indorsement on the note. The cattle- 
loan company then indorses it before it reaches the final purchaser. 
While the last indorsement is the only essential one from the stand- 
point of the final purchaser of the paper, yet the fact that all four 
of the indorsements are substantial and can be depended upon 
certainly lends prestige to the paper. 

The excellent organization of the cattle industry at the present 
time largely removes the element of chance from cattle loans. The 
introduction of good business methods, winter feeding, fenced 
ranges, pure-bred stock, and constant supervision has transformed 
the business of raising cattle from a haphazard industry to one 
that is considered extremely safe. 

There is another strong vantage-point for cattle paper in the 
narrow range of fluctuations in the prices of cattle over short periods 
of time. Some examples chosen at random clearly illustrate this 
point. During the first six months of 19 14 there was a maximum 
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fluctuation in the average price of stockers and feeders of eighty 
cents per hundred poxmds. In 191 5 the average monthly prices 
for native steers weighing from 1,200 to 1,500 pounds fluctuated 
for the first six months of the year from $7 . 85 to $8 . 95 per himdred 
pounds. The range of average prices for February, March, and 
April, however, amounted to only five cents per hundred poimds.. 
In 1916 the weekly average from July to December for all classes 
of cattle varied only $1.30 per hundred. The extreme varia- 
tions between any two weeks was fifty cents per himdred poimds, 
while between eleven of the twenty-seven weeks the fluctuation 
was not over fifteen cents. Many other similiar cases could be 
found, but these show that large fluctuations rarely take place 
rapidly. 

Even in years of financial panics cattle markets are little affected. 
The range of prices in 1907 increased in practically the same 
proportion over the prices of 1906 as the 1906 prices increased over 
those of 1905. In 1908 there was another similar advance in the 
range. "The packers who were purchasers of beef in the banker's 
panic of 1907 were embarrased for a week or ten days only." "In 
the early weeks of the present war, when the securities and cotton 
markets were closed and the grain markets greatly hampered, all 
of the live-stock markets of the country were open, continuing their 
business on a normal basis, and at prices equ'^l to or higher than 
dilring the months preceding." Since cattle markets and cattle 
prices are little affected by panics, it is logical that cattle paper 
itself is little affected by them. A prominent lawyer who adjusted 
many business failures between 1887 and 1903 says that there 
were smaller losses on cattle paper than on any other class of 
paper. J. F. Ebersole, writing on this subject, says that "holders 
of cattle paper have never suffered in times of financial panic from 
failure to pay at maturity." A representative of the firm of John 
Clay & Company states that in 19 14, when loans based on stocks 
and bonds had to be continued, 96 per cent of the cattle loans of 
that company were paid at maturity. The fact that cattle paper 
has successfully weathered all of the recent financial storms is a 
recommendation that is hard to duplicate. 
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Finally there could be no more potent recommendation for the 
safety of cattle paper than its past infallibility in normal times. 
There is a large list of companies that have experienced practically 
no losses on loans on cattle over a long period of years. The losses 
of John Clay & Company, of Chicago, have been merely nominal 
for over ten years. The Knorpp Cattle Loan Company, of Kansas 
City, has not had a single loan become past due since it began 
business a few years ago. In three and one-half years the Portland 
Cattle Loan Company has lent twenty million dollars with losses 
of less than six hundred dollars. The St. Louis Cattle Loan Com- 
pany has lost amounts aggregating only 0.00025 per cent of the 
total loans. Losses of the, St. Joseph Cattle Loan Company cover- 
ing operations of eighteen years on loans aggregating seventy 
million dollars have amoimted to only o .00043 per cent. This list 
might be continued indefinitely, but the examples of these promi- 
nent companies serve to indicate that cattle loans for the past 
decade and a half have been extraordinarily safe. It is only logical 
that paper possessed of the elements of security which we have 
named is rapidly becoming the most popular type of investment 
with banks and financiers throughout the entire country. 

V. THE MARKETING OF CATTLE PAPER 

Cattle loans are made in sizes varying from one or two thousand, 
to five hundred thousand dollars. . While cattle-loan companies 
make many small loans and indirectly finance many small borrowers 
by taking the surplus loans of the local banks, yet they are not 
primarily institutions for the small borrower, and the majority 
of loans in the range coxmtry will average between ten and twenty 
thousand dollars. There are a number of companies which make 
many loans of one hundred thousand dollars and more. 

The cattle-loan companies keep a portion of the loans which 
are made. Several prominent companies always keep an amoimt 
of paper on hand at least equal to the amoxmt of their combined 
capital and surplus. Apparently this plan is a safe and conserva- 
tive one. It is the plan of the aflSliated banks to absorb the surplus 
paper of the loan company at times when the smaller banks are 
not in the market. 
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The primary purpose of the cattle-loan companies is not to 
act as investors, however, but to serve as brokers between the 
investors and the cattle growers. Their methods of disposing of 
paper correspond in some respects to those used by mortgage-loan 
companies and commercial-paper houses. Unlike the commercial- 
paper houses the cattle-loan companies indorse the paper which 
they sell and take a chattel mortgage upon the security of 
the loan. They advance the fimds to the borrower at once. The 
largest purchasers are probably the large eastern capitalists and 
eastern banks. Large commercial banks everywhere, however, 
are turning to cattle paper as a means of investing their surplus 
funds. This is especially true in the Middle West and North- 
west. The large institutions, moreover, are not the only pur- 
chasers of cattle paper. In certain seasons of the year, when 
the farmers' capital accumulates in the banks, the small country 
banks invest much of their surplus in cattle paper, which they 
secure from cattle-loan companies. When they need their funds 
again the paper is probably liquidating itself by the expira- 
tion of the period of the loan. In addition to these investors 
cattle-loan companies sell much of their paper to the general invest- 
ing public and to capitalists and financiers everywhere. In fact, 
any person or institution with fimds that could be invested in com- 
mercial paper is a possible purchaser of cattle paper. 

It is apparently the custom to sell cattle paper to investors at 
a rate of interest about 2 per cent less than is charged the borrower. 
The 2 per cent covers overhead expenses, reserve for losses, and the 
loan companies* profits. The large eastern banks often purchase 
complete loans, that is, if a loan company has notes aggregating 
fifty thousand dollars from a single borrower, these may all be taken 
by one large investor. In this case, if he so desires, a duplicate 
certified chattel mortgage is made out and sent along with the 
borrower's statement and the notes. The loans are usually, how- 
ever, divided into notes of o^e-, five-, or ten-thousand-doUar denom- 
inations. This is to facilitate sales to small investors who do not 
wish to purchase amounts equal to the entire loan, and to accom- 
modate purchasers who wish to scatter their investments among 
several borrowers. To eliminate the expense and labor of issuing a 
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duplicate certified chattel mortgage to every small purchaser of a 
part of a large loan, one prominent company gives the small 
investor what is known as a "certified trust receipt of chattel 
mortgage." 

The purchaser of cattle paper looks to the loan company for 
the payment of the loan. Since the majority of coimpanies indorse 
all the paper they sell, they pay the note promptly at maturity 
and assmne themselves the responsibility of prompt payment 
by the borrower. There is occasionally a borrower who gets from 
the sale of the cattle an insufficient amount of funds to pay the 
entire loan. In this case he will probably pay the deficit volun- 
tarily. In the event that he does not, the loan company must 
proceed legally to seize any other property which may be included 
in the mortgage. As a last resort, if it is necessary, the cattle-loan 
company may institute legal proceedings i^ainst the borrower and 
force the payment of the loan from his general assets. This extreme 
procedure, however, is rarely necessary. 

Even though many investors investigate the financial and 
moral standing of the original borrower, they are not in a position 
to make a thorough analysis of the conditions surrounding the 
loan. Since this is the case, the purchaser of cattle paper really 
depends for his safety upon the stability of the company making 
the loan. Naturally at a time when cattle-loan companies have 
been multiplying rapidly, some are almost certain to be weak. 
Since in the event of failure an incorporated company is liable only 
for an amount equal to its capital, the methods of investigation, 
inspection, and supervision are ihore important than either the 
capital or the amoimt of the outstanding loans. The territory in 
which the major part of the company's loans are made should 
therefore be determined. On the basis of this knowledge it can 
then be decided whether adequate investigations are made, whether 
sufficient margins are required, whether subsequent inspections are 
sufficient, and whether due safeguards are taken to protect the 
loan. The amount of loans which an organization should have 
outstanding at any time depends as much upon the methods of 
the company as upon its capital and surplus. Some authorities 
daim that a conservative company using every precaution and 
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safeguard may lend safely from ten to twenty times the amoimt 
of its capital and surplus. Many of the best and largest companies 
however, feel that their loans should not greatly exceed ten times 
their capital and surplus. In actual practice the outstanding loans 
are probably never less than this amoimt, and in many instances 
reach from thirteen to fifteen times the total of the capital and 
surplus. There are imdoubtedly some companies lending a much 
higher ratio than this. 

The investor should also investigate the character of the insti- 
tution which is allied with the loan company. An organization 
allied with a strong bank is certain to have a strong support in 
times of trouble. The integrity and ability of the men connected 
with the company is an even more important consideration. A 
company which has been operating successfully over a long period 
of years is always stronger than a new and untried organization. 

VI. THE CORRELATION OF CATTLE-LOAN COMPANIES AND 
ALLIED BANES 

The national live-stock banks with aflUiated cattle-loan com- 
panies have many advantages not possessed by other institutions. 
The loan companies themselves, moreover, are placed in a much 
stronger position than companies operating independently. 

The chief motive prompting these banks to establish cattle- 
loan companies arises from their inability to make to any one person 
loans larger than lo per cent of their capital and surplus. This 
limitation sometimes means the foregoing of very desirable busi- 
ness. Thus by establishing a loan company in the same building 
the bank equips itself with an organization that can care for those 
loans that are above its legal limit. Since the same men who are 
subscribers to the capital stock of the loan company are holders of 
the stock of the bank, the revenue which accrues to the loaning 
organization eventually finds its way into the hands of the sup- 
porters of the banking institution. It is indeed true that if the 
money which is used to capitalize the cattle-loan company were 
placed as added capital in the bank, the amount which could be 
lent to any one person would be raised accordingly. In the case 
of a bank with $600,000 of capital and surplus and a loaning limit 
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of $60,000, the addition of $150,000 to the capital stock of the bank 
raises the limit only to $7 $ ,000. If this amount is placed in a cattle- 
loan company, loans can be made without any limit in amount. 
In practice single loans of $500,000 are sometimes made.* These 
loans are placed, moreover, at a very small cost. The officers are 
usually connected with the bank, and the headquarters are in the 
same building. There is also a very small additional office force, 
so that the added overhead expense comes chiefly from legal 
expenses, taxes, and the cost of inspection. This is only a small 
percentage of the profit which is made. 

The second advantage is that a loan company keeps no reserves. 
The majority provide a certain percentage as a part of operating 
expenses to cover the few losses, but no reserves are required by 
law and none are necessary, as there are no depositors to protect. 
A bank, on the other hand, is required to keep an amount of readily 
available cash equal to from 10 to 15 per cent of the deposits of the 
bank. This limits the amoimt of loans it can make. 

In the third place, the limited liability of the stockholders of 
a cattle-loan company may be an influence with some of the 
organizers. Since the majority of companies are incorporated, 
the stockholders of these are liable only for an amoimt equal to 
the capital stock. In a national bank, however, the stockholders 
are doubly liable for the amount of the capital stock. This is 
probably not a compelling reason for the majority of organizers, 
but it cannot, nevertheless, be overlooked. 

Fourthly, there are certain seasons of the year in which the 
bank does not desire a great amount of cattle paper, because at 
that time there is a heavy demand for funds by the local customers. 
In other seasons of the year it may have a large accumulated surplus 
of fimds to invest. It is a considerable advantage to have an 
affiliated cattle-loan company as a convenient source to which it 
can turn for cattle paper as an investment. 

One of the chief benefits to a cattle-loan company allied with a 
strong live-stock bank is the added prestige given the company. 
The public always assumes that the loan company is as strong as 
the institution with which it is connected. This is imdoubtedly 

' In practice this does not appear to have endangered the safety of the institution. 
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true. There has been no crisis by which we can test the assump- 
tion, but it is certain that a failure of the allied loan company 
would attach a stigma to the bank as well as to the stockholders 
and directors. Since this would be xmdesirable both from a busi- 
ness and from a social viewpoint, the men and the institution, both 
usually of excellent repute, will certainly give any aid to the com- 
pany which may be necessary. 

In the second place, the cattle-loan company has the use of the 
credit machinery which has already been developed by the bank. 
At times when the loan company has lent what it considers a safe 
amoimt on the basis of its capital and surplus it may be able to 
turn many small loans to the bank and thus accommodate its 
customers. It has also, in the affiliated bank and especially in the 
bank's correspondents, a place where it can turn much of its surplus 
paper in dull times. 

Vn. THE ECONOMIC SERVICES OF CATTLE-LOAN COMPANIES 

There are several economic services performed by cattle-loan 
companies that make them invaluable to the nation. The increased 
production of beef animals brought about by rendering capital 
available to the grower is one of the largest and most beneficial 
results of the operations of these companies. They began to multi- 
ply and improve at a time when production was far below the 
demands of consumption. This improvement made capital avail- 
able to the industry at a time when the strain on the local banks 
was so severe that had it not been for these loan companies pro- 
duction must have materially decreased. On account of this serv- 
ice there is undoubtedly a lower price to the consumer than would 
otherwise have been the case. 

There is a corresponding service rendered to the cattlemen. 
The operations of the loan companies have tended strongly to 
steady the price of live beef. This has been done by checking 
overexpansion in times of high prices and by stimulating produc- 
tion in times of low prices. In 191 2 prices were high, and expan- 
sion to two or three times normal was imminent. The cattle-loan 
companies curbed this and prevented larger losses, although much 
was lost on the glutted market of 1913. Thus the loan companies 
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direct the industry to a steady expansion that can be absorbed 
naturally and seek to avoid periods of undue and sudden expan- 
sion, which often lead to abnormal receipts on the markets and to a 
heavy drop in prices to the producer. 

The cattle-loan company serves both the producer of cattle 
and the consumer of beef by increasing the supply of available 
raw foodstuffs. It is impossible for any system of agricidture to 
succeed which does not include stock growing, for "no method of 
preserving soil fertility has been found that can take the place of 
manure." The basis of all increased production in crops must be 
increased fertility of the soil and improved methods of farming. 
Thus, since increased production of cattle means necessarily 
increased fertility of the soil, it directly provides larger crops of 
raw foodstuffs for human consumption. The increase in the yield 
per acre repays the farmer many times for the loss per unit of pro- 
duction due to the increase in supply. The increase in the availr 
able supply, on the other hand, lowers the price which the consumer 
must pay. 

Finally the cattle-loan company renders an economic service 
to society by a better distribution of capital. There has been a 
constant tendency to concentrate capital in the industrial estab- 
lishments of the nation at the expense of the producer of raw food- 
stuffs. This defect has been largely remedied by the activities 
of the cattle-loan companies. In making capital available to 
cattle growers the loan companies help to prevent a concentration 
of capital entirely in the East. Much of the money which would 
otherwise drift back to New York when the crop-moving season is 
over in the fall is turned by the loan companies into the production 
of finished cattle. This improvement in the distribution of capital 
has lowered the average rate of interest to cattlemen. The average 
rate charged by commission companies during the ''bonanza 
period'' of the cattle industry was 10 per cent. The strain on the 
local banks, moreover, was so great following this period that there 
was little decrease in the rates. The advent of the modern cattle-/ 
loan companies with their improved methods has had the effect 
of lowering the average interest rate at least 2 per cent. This 
saving is at least a benefit to the grower and augments his ultimate 
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profit. It is, in addition, a saving to the ultimate consiuner, 
unless a monopoly somewhere intervenes to prevent the working 
of normal competitive forces. 

Vin. THE FUTURE OF CATTLE-LOAN COMPANIES 

The story of the cattle industry in the past reads like a myth 
to those of the present generation; the future will not fail to add 
its marvels. John Clay, the foremost authority on the cattle 
industry in America, once said : " I firmly believe that the live-stock 
industry is just in its infancy in this western country, and that live- 
stock loans will be made as long as the cattle industry exists." 
As long as the consumption of beef continues to be heavy and the 
price of beef continues to be high, there will be an increasing need 
for a satisfactory and mobile loan system. 

The consumption of beef and beef products will probably not 
decrease in the immediate future. As long as the war continues, 
consumption is certain to be sustained at its present rate. At the 
close of the war the present European soldiers will again be turned 
into industries, but they will have to be fed, and most of the beef 
must be imported. This will be in addition to the call for breeding 
stock by the European nations. 

This, however, is only a small amoimt in comparison to the 
natural demands of our own country. As long as we have wealthy 
people we shall have a demand for high-class beef. As long as we 
have industrial workers we shall have a demand for the cheaper 
classes of beef. While there are those who hold that a workingman 
can receive the proper nourishment on a diet composed entirely 
of vegetables, the majority of people believe that some meat is 
preferable in a worker's diet. The average laborer, moreover, is a 
firm believer in the necessity of meat as a part of his rations, and 
beef is his usual choice. 

It seems certain that prices cannot materially decline in view 
of the present supply of cattle. If the niunber of available beef 
cattle increases, then the present demand may be met at a lower 
price. The importance of Argentine as a factor in increasing the 
beef supply of the United States is steadily growing less. The 
beef produced there, moreover, is inferior in quality and can never 
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take the place of com-fed American beef. In the United States, 
even with the added stimulus given to the production of beef in 
the South, the break-up of the vast western ranges makes the 
increasing of the supply of beef cattle a slow process. 

The requisites of a satisfactory financial institution to supply 
the capital essential to cattle production are most nearly found in 
present cattle-loan companies. It seems very clear that the Federal 
Farm Loan banks will not have any appreciable effect upon the 
cattle-loan company. The system was not intended to accom- 
modate short-time borrowers. This act undoubtedly renders a 
valuable organization available to the purchaser of real estate, but 
it is too imwieldy and inappropriate to be of value to the cattle 
grower. In the first place, he may not wish a continuous loan for 
five years. He is often imable to give a first mortgage upon his 
land to secure the loa^. He can usually not aflFord to depend upon 
the decisions of nine other men, nor can he afford to undergo the 
laborious process of investigation and appraisal which is necessary. 
In addition, the limit of ten thousand dollars to a single borrower 
places the same objection upon the Federal Farm Loan banks that 
the cattle-loan company was first designed to meet. 

Since it has become a well-known fact to the initiated that 
cattle-loan companies are very profitable, it is probable that the 
number of these organizations will continue to increase. The 
natural competition between these companies will probably 
"weed out'* those whose methods are not absolutely soimd. It is 
probable that, although competition may drive the interest rates 
down, enough additional loans will be made to compensate the loss. 
One prominent writer says: " The four or five million dollars placed 
in loans yearly by the average loan company, as at present con- 
stituted, is but a fraction of the loans that may be placed by them 
in a few years." These companies have made notable advances 
in the past, and there are vast opportunities ahead. 

Forrest M. Larmer 
UNivERsrrY OF Chicago 
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NOTES 
WASmNGTON NOTES 

THE WAR REVENUE BILL 

On September 3 the Ways and Means Committee reported, and on 
September 20 the House of Representatives passed, the so-called War 
Revenue Bill (H.R. 12,863, Sixty-fifth Congress, Second Sessi<m), 
which has been under consideration in committee for practically three 
months past. So complex is the measure and so lengthy its detailed 
provisions that only a very general summary of its effect can be furnished. 
In general the proposed law amounts practically to a doubling of the 
existing voliune of internal taxation, but in many classes of the revenue 
now collected it will triple or quadruple the burden previously imposed. 
Structurally the bill is comparatively simple, providing as it does for 
(i) taxes on income; (2) taxes on excess profits and war profits; (3) taxes 
on commodities, such as beverages, automobiles, etc. ; and (4) stamp and 
other excise taxes on various instruments, dociunents, etc. Basically 
the new normal income tax rate is fixed at 12 per cent instead of 4 per 
cent, with the surtaxes as in the past beginning after $5,000 and bdng 
to all intents and purposes doubled. The highest ranges of surtaxes 
are of course not materially altered, but they were already so high as to 
permit of but little advance. Exemptions remain as heretofore, while 
below $4,000 a reduction from the normal rate of 1 2 per cent to 6 per cent 
is provided. Whereas, therefore, the man with an income of $5,000 
will pay a normal tax of 12 per cent on $1,000 of his revenue, he will pay 
only 6 per cent on the taxable sum below that figure. The highest 
ranges of income (above $5,000,000 annually) will now be taxed at prac- 
tically 77 per cent, including both normal and supertax. Probably 
the greatest controversy has been produced by the so-called war-profits 
or excess-profits taxes. On these, two alternative methods of levy have 
now been prop)osed, the so-called war-profits plan calling for a rate of 
80 per cent on all above a specified normal or minimum profit exemption 
of about 10 per cent. Beverage taxes have been enormously raised, 
while the duties on a long list of commodities classed as '' luxuries" will 
inevitably add very greatly to the prices of many articles. There seems 
to be little reason to, doubt that the new bill will produce the revenue it 
is intended to raise, provided that its operation does not result in curtafl- 
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ing the income-producing power of the nation by cutting oflf the saving 
margin so largely as to cripple industrial enterprise. On this point 
considerable difference of opinion is already manifest, the prevailing 
view of the business conmiunity being undoubtedly that the effect of the 
bill in the direction referred to will involve very considerable danger. 
On the other hand, the imp)osition of the new income taxes at the proposed 
rate admittedly has an exceedingly important bearing upon the success 
to be expected in the placing of government loans. These loans are now 
being raised primarily through sales of bonds to the recipients of moder- 
ate incomes, who in a very large number of cases have subscribed as 
liberally as they could. In those instances where individuals are putting 
practically their whole savings into the purchase of Liberty bonds the 
new income taxes must necessarily operate to reduce the bond-buying 
power of the individual. Assiunmg that such instances are sufficiently 
numerous, their effect will tend to be that of reducing the power to dis- 
tribute the Liberty bonds as widely as formerly, unless tJie purchases 
heretofore made by men of moderate income are practically taken over 
by the redpients of the higher classes of wages and by the so-called work- 
ing class in general. The distribution of the bonds among this element 
in the conmiunity has not thus far been very successful,'and it remains to 
be seen whether a field for the sale of the securities can be developed 
there. The estimated yield of the new bill may be taken as somewhere 
between eight and nine billions of dollars, or from two to two and one- 
half times the yield of present internal taxation. 

MORE BOND LEGISLATION 

The measiu-e reconmiended by Secretary of the Treasury McAdoo 
on September 10 and passed by the Senate on September 18 in a form 
substantially identical with that in which it had previously passed the 
House is to be regarded as the complement to the war-revenue measure 
and will in future be studied in conjunction with it as embodying the 
complete statement of Treasury policy for the year 1918-19. This 
bill provides for two fundamentally imp)ortant provisions: the exemption 
of the new bonds from taxation up to a specified amount and the estab- 
lishment of the p)ower of the Treasury Department to control foreign 
exchange through the acquirement of banking credits abroad as well as in 
other ways. The provision of the bill bearing up)on the exemption of 
bonds from taxation, although highly complex in language, is simple in 
its conception. It provides for the exemption from taxation of a speci- 
fied amount of Liberty bonds of the various loans so long as they are in 
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the hands of any one holder. The aggregate of Liberty bonds which 
could thus be exempted from taxation, so far as income is concerned, 
would apparently be $75,000. The exempt holdings are, however, to be 
distributed among the several successive issues, and a substantial per- 
centage of them must have been obtained through original subscription 
to the fourth Liberty Loan. Thus there is held up to the prospective 
subscriber the prospect of exemption for a considerable amount of income, 
so far at least as the ttaes to be levied during the war are concerned — 
for it b expressly provided by the Secretary of the Treasury that 
at the close of the war, when the surtaxes upon income are supposedly 
to be reduced, the exemption from taxation shall cease. Inasmuch 
as the bonds are already free of all normal income tax, the exemp- 
tion from surtaxes diuing the continuance of the war practically means 
that an individual may be safe in the enjoyment of about 4 to 4} per 
cent upon his money during the war, provided he is willing to put 
it into Liberty bonds. This course has been selected by the Sec- 
retary of the Treasury in lieu of the plan which has been urged 
by not a few students of the Treasury situation — that there should 
be an advance in the rate of interest on bonds that would carry it up to 
the commercial level; or else that Congress should be asked to permit 
the selling of bonds below par, as is the practice in foreign countries, so 
that the government would be paying the going rate for such advances as 
it may secure. The present administration of the Treasury D^)artment 
has been opposed to either of these expedients, although the rate on 
government bonds has been advanced from 3 J to 4i per cent, the Secre- 
tary's view being that every effort should be made to avoid further 
increases because they involve great expense to the government. The 
exemption from taxation brings about practically the same situation, so 
far as the bondholder is concerned, but the case is quite different when the 
relation of the interest rate on government bonds to the commercial rate 
of interest is considered. It is an unquestionable fact that our market 
rates have been held to artificially low levels, as is shown by the experi- 
ence of foreign countries as well as by analytical study of oiu- own 
problems. So long as the rate of interest on govenmient bonds stands 
at a certain figure, it is almost out of the question to attempt to raise the 
conmiefcial rate on prime paper much above that figure. To do so 
would be to facilitate the downward movement of the bonds in the 
market, and consequently the effort has been generally made to hold 
commercial rates at a practical parity with those paid by government 
securities. The proposed exemption of the bonds from taxation is the 
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second change of policy since the beginning of the war, the first issue of 
bonds having been wholly tax-exempt, while the second and third issues 
. were given only a very limited exemption. The new plan is a compromise 
between the two former policies. 

GOVERNMENT CONTROL OF RAILWAYS 

The first formal report of the operation of railroads under gov^n- 
ment control has been furnished to the President by the Director General 
of Railroads in a formal doctmient filed under date of September 3. This 
report reviews the experience of the railroad administration from the 
taking over of the roads some seven months ago up to the present time 
and sununarizes the various changes of policy that have been effected. 
A portion of the report is given to the statement of analysis of economies 
that have been effected in the salaries of the personnel In general the 
policy adopted with regard to this phase of management has been a ma- 
terial reduction for the higher-paid officials and an increase for the lower 
grades of employees, intermediate salaried officers remaining practically 
unchanged. Advances in wages granted since the government took over 
the roads have aggr^;ated probably $400,000,000 per annimi, while the 
savings effected in salaries have of course been very much smaller. 
Other savings that have been introduced are seen in the consolidation of 
ticket offices, the cessation of advertising, the suspension of various 
methods of competition, and other similar expedients. The advance 
in freight rates by about 25 per cent and the parallel advance in passenger 
rates, both of which were put into effect last June, are tiaturally defended 
on the ground that they have been necessitated by the constant increase 
in the cost of doing business, as well as by the increase in direct wage 
payments. It is shown that conditions surroimding the movement of 
freight are very much better now than at the time when the transfer 
of control occurred. The congestion which was then characteristic has 
been terminated, and although many classes of freight are still held up 
or are moving slowly, it is on account of the priority granted to war mu- 
nitions and is designed to insiire their prompt movement to the ports of 
shipment. 

Financial relations between the railroads and the government are 
explained at length but have not yet been brought to a settled basis, 
owing to the fact that security holders continue dissatisfied with the 
form of contract proposed by the railroad administration to govern 
the use of the funds received from operation. There is Uttle in the 
report to make a definite showing in favor of government control as a 
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permanent policy, for, while it is true that many economies have been 
introduced and some sources of waste eliminated, it would seem from the 
facts and figures in the case that government operation is certainly much 
more costly and probably much less convenient for the public than was 
the old regime. This conclusion itself is by no means final, because of 
the obvious fact that the taking over of the roads was a war measure 
and as such to be regarded as temporary in its effects and intended to 
meet a temporary condition. The situation has in fact been so abnormal 
during the months of government control of railways that no reasonable 
conclusion either way could be properly based upon the experience during 
that period. Time has not yet been afforded for any showing of the 
effect of the increased rates upon the earnings of the roads, for the 
enlarged receipts during the first few months of operation were absorbed 
almost immediately in the pa3anent of back wages imder the award made 
by the board which investigated the wage situation and acted upon by 
the Secretary of the Treasmy. The most recent reports of earnings 
show a gratif3ring increase. The fact still remains that in raising 
rates the government took a step which has been strongly urged by the 
railroads, and that, had they been given the larger income which they 
then asked, they would have been able to supply correspondingly better 
facilities — perhaps in a degree that would have rendered it unnecessary 
or undesirable to attempt a system of public operation. 
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Regulation of Railways. Including a Discussion of Government 
Ownership and Government Control. By S. O. Dunn. 
New York: D. Appleton & Co., 1918. Pp. x+354. $1.75. 

The appearance of Regulation of Railways by the editor of the 
Railway Age is timely, first, because it is not probable that the railroad 
eggs will be completely unscrambled after the war; second, because 
there is a danger that past unsatisfactory experience with government 
regulation, and what is hoped will be , successful management under 
government operation, will appear to many to be sufficient reasons why 
we should have government ownership of railroads. Therefore a careful 
study of the problem sometime before we are ready to act is highly 
desirable. Such a study has been made by Dimn in his third important 
work on transportation. 

In this valuable contribution to the subject of transportation the 
author has presented what is on the whole a well-balanced and clear-cut 
discussion of problems which will present themselves for solution with 
the return of peace. To the student familiar with transportation there 
will appear some repetition throughout the chapters, due possibly to the 
fact that much of the material brought together in this volume had 
been published previously in magazine articles. (In one case, page 245, 
there is reference to material in an earlier chapter, that does not appear 
until the following chapter.) But from the standpoint of the general 
reader for whom this book is probably intended the repetition in it is a 
distinct merit. 

In his first book. The American Transportation Question, published 
about six years ago, the author did not discuss government ownership at 
all. His second volume, published in 1914, was devoted entirely to that 
subject. The present volume is characterized not so much by new 
material as by an up-to-date interpretation of much that the author has 
said before in his earlier volumes and more recently in periodicals. In 
chapters ii to x inclusive of the present volume he discusses the following 
topics: the trouble with railway regulation, the fimctions of government 
in relation to railways, commission vs. legislative regulation, federal vs. 
state regulation, regulation of rates, valuation in relation to regulation of 
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rates and securities, regulation of securities, regulation of railway opera- 
tion, and the peaceable settlement of labor disputes. In these chapters 
the author has attempted to show the strength and weakness of r^ula- 
tion as it existed before the railroads were taken over by the government. 
In examining this subject historically he finds we had the first effective 
regulation beginning with the Hepburn Act in 1906. He believes that 
this and succeeding l^islation have done much good; that among other 
things it has eliminated the domination of the railways over politics, 
abolished free passes and rebating, greatly reduced unfair discrimina- 
tions, and made financial manipulation more difficult through better 
accounting of the railways to the government. But it is shown that 
not all the effects of this regulation have been good: that while the 
Interstate Conmierce Conmiission has power to suspend rates and 
prevent advances it has no power to advance rates or prevent reduc- 
tions; that this results in the granting of many unduly low and unfairly 
discriminating rates; that with the Conunission having power to make 
maximum rates, both section 5 of the Act to Regulate Conunerce and 
the Sherman law have done more harm than good, since through com- 
binations railroads could not have made rates high but could have 
effected many economies in operation and rendered more efficient 
service. 

The author contends that regulation of railway rates is still based 
upon the theory which came to the fore in the period from 1893 to 1906. 
He points out that before the panic of 1893 there was rapid expansion of 
railway facilities, really much ahead of needs; that with the boom in 
traffic about 1898 there was no need for large investments to handle the 
business; that about this time the tendency of railway rates was upward; 
that between 1898 and 1906 extensive labor-saving devices were intro- 
duced, advances in wages were small and taxmg authorities had only 
begun to discover the possibilities of railroad properties; that as a result 
of these conditions the seven or eight years preceding 1906 showed 
"strikingly increased returns," when "large and juicy melons were cut" 
(p. 28); that the events of this period gave rise to the belief that 
there are practically no limits to the law of increasing returns, and the 
public, anxious to share in the prosperity of the railroads, began a policy 
in the Hepburn law, and in various state rate laws, which reduced rates 
and imposed heavy financial burdens upon the carriers, thus restricting 
railway profits to such an extent that the railways have had insufficient 
funds with which to expand railway mileage and furnish adequate railway 
service. 
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Granting that the madequate service of the railways in recent years 
has been due in part to a rate regulation which has assumed no limits to 
the law of increasing returns, it may be pointed out that although limita- 
tion of rates did not begin until 1906 with the passage of the Hepburn 
law, in that very year we suffered much from an inadequacy of trans- 
portation facilities. The evidence taken by the Interstate Commerce 
Conmiission at important centers throughout the country in 1906 and 
that given before certain congressional committees at that time indi- 
cates that our transportation system was not equal to its tasks before 
the government had inaugurated its policy of rate restriction. The 
trouble at that time was more than a niere shortage of cars, and, it 
may be added, this was a time of peace. Those who believe that rate 
restriction has not been the sole cause of inadequate railway facilities 
since 1906 may wish to know why the railroads should have been 
unequal to demands made upon them at the end of a period of seven or 
eight years of strikingly increasing returns when they were able to cut 
many juicy melons. James J. Hill told the Interstate Conmierce Com- 
mission in the Minneapolis hearings of 1906 that the growth of conmierce 
in the coimtry was against a stone wall so high that it was not possible 
to see the top of it. He pointed out that from 1895 to 1905 ''the tons 
moved increased no per cent," while the increase in mileage was 
but 30 per cent, and he maintained that it was as impossible to bore an 
inch hole with a half-inch auger as it was to drive the business then being 
offered to the railroads through the facilities which they had.^ Howard 
Elliott told the Commission in the same hearings that water would back 
up and run very slowly through a hose if there was not room for it to go 
out at the end; that, he maintained, was largely the condition of traffic 
on the Northern Pacific at that time.' 

While it is true that conditions in 1906 were unusual with regard to the 
increase in traffic and the scarcity of both labor and materials, it may be 
true that some of the difficulty was due to the fact that part of what was 
paid out in dividends by the railroads during the period ending in 1906 
should have gone into railway facilities. Daniel Williard, who at that 
time was vice-president of the Burlington system, frankly stated to the 
Interstate Commerce Ccnnmission in the Chicago hearings of 1906 that 
he had not properly anticipated the increase in business which his road 
had been called upon to move.^ Furthermore, it is conceivable that our 

'Senate Document No. 333, Fifty-ninth Congress, Second Session, pp. 395 , 
296, 298. 

'Ibid., p. 282. ilbid,, pp. 396-97. 



Digitized by 



Google 



840 JOURNAL OF POLITICAL ECONOMY 

transportation difficulties in 1906 and to some extent more recently have 
been due to a lack of the proper co-ordination and use of railway facilities 
as well as to their supply. Many students of the transportation question 
believe with the author that it would be desirable to repeal the anti- 
pooling section of the Act to Regulate Commerce and the Sherman law. 
But the question might be raised whether he has claimed too much for 
what the repeal of these laws would accomplish. With reference to Presi- 
dent Wilson's statement that the railroad managers of the coimtry had 
done all that it was possible for them to do imder the circumstances, the 
author observes that all the " circumstances " referred to by the President 
"were due to government regulation of one kind or another" (p. 13). 
Again, in discussing the taking over of the railroads by the government, 
he contends (p. 197) that it "was made necessary — if it was necessary 
— ^by restrictive regulatory laws which government control could set 
aside." It is conceivable that the inability of railroad managers to 
operate their private systems to produce the maximum transportation 
efficiency has not been due entirely to the antipooling legislation and the 
Sherman law. There are very many agreements which railroads might 
have made with each other, e.g., trackage rights and more conunon use 
of terminal and other facilities, that are in no sense prohibited by the 
legislation referred to. As Professor Van Metre has recently observed, 
railroad men do not necessarily deserve censure because they have not 
come forward and offered to share strategic facilities with their com- 
petitors, but it ought not be urged that they have not done so merely 
because of restrictive legislation. Railroad men like other business men 
are ready to compromise, and enter into agreements when there is 
likely to be more gain by doing so than by not doing so, but when they 
enjoy strategic or monoply advantages which cannot be taken away 
from them by the policies followed by other carriers they do not feel the 
need of such co-operation. While it is true, as the author empha- 
sizes, that railroad regulation ought never to attempt to supplant 
railway management, it may be desirable to require railroads to do what 
they will not do volimtarily even if the antipooling legislation and the 
Sherman law are repealed. The decision of the Supreme Court in the 
St. Louis terminal case in 191 2 would indicate a beginning in the right 
direction. 

Proper regulation of railway operation, which is discussed in chapter 

ix, involves at least a threefold relationship, the relation between the 

railroads and regulating authorities, the relation between the railroads 

and the shippers, and the relation of the railroads to each other. The 
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first of these is much emphasized by the author. He points out that 
r^ulation by the states is responsible for inferior and inadequate service 
and much unfair discrimination through legislation and commission 
rulings that conflict with each other and with the federal government. 
The author has not exaggerated this situation. Indeed, he has not given 
the '^ shipper legislatives" and shippers generally their just dues, so far 
as their responsibility for the inadequacy and inefficiency of transporta- 
tion facilities are concerned. The United States Department of Agri- 
culture has considered it necessary from time to time to publish literature 
informing agricultural interests how they have contributed to the 
inefficiency and insufficiency of transportation facilities. But in view 
of evidence which was taken by the Interstate Conmierce Commission 
in 1906 and again in 1916 in the Louisville hearings, it would appear that 
it will be necessary to give more attention to the relation of the railroads 
to each other. For example, the public has a vital interest in the viola- 
tion of car-service rules and the resulting unequal distribution of railway 
equipment among railway S3rstems, among different classes of shippers, 
and among different sections of the country. The unequal geographical 
distribution of equipment has played no small part in bringing about 
much of the state legislation of which the author very properly com- 
plains. 

In his earlier volumes, in his able editorials, and in the pres- 
ent study, the author has consistently contended for a program of 
r^ulation which will reward and hence encomage efficiency in railway 
management. It is because he fears that efficiency will not be 
encomaged that he is opposed to government ownership; on the same 
theory he has opposed, in recent editorials, an extreme degree of standard- 
ization of railway equipment by the United States Railroad Adminis- 
tration. In his discussion of valuation (chap, vii) as related to rates, 
however, it is claimed that the best basis for rate regulation is that of 
present or reproduction cost Despite many court decisions on valuation 
it may be said that while this theory is desirable from the standpoint 
of private-property rights in public utilities, it is not clear that it will 
mean, especially in the future, the close connection between efficient 
management and its remuneration, which the author considers vital. 
A valuation of the property of a public utility when prices are low 
might mean a reduction of rates without any deterioration in service or 
any less efficiency in management. Or a valuation during high prices 
might mean an advance in rates not accompanied by an improvement in 
service or greater efficiency in management. On this theory a gas plant 
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located in a dty before it had paved streets might ask for an increase in 
rates when the streets were paved merely because it would cost more to 
reproduce the plant, on account of the expense which would be involved 
in tearing up the pavement and relaying it to put in the gas pipes. 
When the question came in this bald form to the Supreme Court in the 
Des Moines Gas case (June, 1915, 238 U.S. 153), it was held that such an 
addition to valuation is not warranted. The very fact that the different 
theories of valuation persist indicates how difficult it is to find any one 
theory that is satisfactory. But it would appear that some plan must 
be worked out which in time will separate transportation efficiency and 
reward for good service from fortuitous changes. It is probable 
that in time even the coxxrXs will indorse such a theory of valuation. 
The time may come when the government will need to take over the 
rights of way and terminal lands of carriers in order to separate incre- 
ment from investment and thus make a closer connection between 
transportation efficiency and its reward. If this is done there would be 
less difficulty in applying the proposed theory of valuation to railroads. 

Chapters zi to zv inclusive treat of government ownership, and the 
results of this policy in Canada are very carefully examined. The 
author concludes that democratic countries are more likely to succeed 
with private ownership and government regulation than with govern- 
ment ownership. Evidence is presented to show that strikes of raUway 
laborers could occur under government ownership as well as under 
private control, unless legislation is passed to prevent them, and this it 
is maintained can be done under private ownership as well as imder 
government ownership. The proposed plan of strike prevention is 
similar to the Canadian law and would prevent strikes only imtil there 
could be an investigation of the issues and the public informed concerning 
them. 

The author's constructive proposals are sane and progressive. In 
the closing cl;^apter a plan is presented which is intended to preserve the 
merits of private ownership and government regulation and avoid the 
disadvantages of government ownership; in the proposals for regional 
federal commissions to supplant state commissions, for federal incorpora- 
tion of railroads and federal supervision of security issues, the author is 
supported by a large and increasing number of students of transportation. 

C. O. RUGGLES 
Ohio State Universety 
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Eisiory of the Untied States — Poltiical-Industrial-SociaL By 
Charles Manfred Thompson. New York: Benj. H. 
Sanborn & Company, 1917. 

The method of approach used by the author of this volume is 
an excellent evidence of the increasing realization that to study one 
phase of social growth isolated from others is to study nothing. It 
appears as a pleasant relief to that typ>e of American history which is 
primarily concerned with the anal3^s of military campaigns and the 
interpretation of the Federal Constitution. The author declares that 
''in the selection of material and in the method of presenting this 
material" he has been animated by a desire "to place more emphasis on 
the industrial and social activities of the American people than is usually 
placed by writers of textbooks which we may for convenience call 
political histories." It appears to the reviewer that Professor Thompson 
has succeeded very happily in carrying out this purpose. The prominent 
economic, social, and miUtary facts in the evolution of the American 
people are well enough blended to indicate their intimate relationship, 
even to the student to whom such a view is novel. 

There is a suggestion of a method in the text which one might wish 
had been carried farther and made more emphatic and obvious. This 
is the representation of specific facts as the details of great social move- 
ments and their accompan3dng social attitudes. Part I, for example, 
is headed the "Adaptation- of English Industry and Government to 
American Conditions." Here is indeed a fertile point of view from whidi 
to survey American history. One has, upon noting it, a keen sense that 
it is the evolution of a social group that is to be studied. Something 
of this sense is lost in the headings of Parts II and III, "Industrial 
and Political Adjustment" and "Industrial Expansion and Consolida- 
tion." One wishes that the author had done more with the captions 
to suggest the continuance of the adaptation process which it will be 
quite possible to indicate to the student from the text material itself. 

Teachers should find this book usable. Its general point of view, 
pleasant, readable style, profusion of interesting illustrations, and 
general mechanics will recommend it to everyone. Those teachers 
who do not see the intimate relation between the economic and the 
political, or who do not believe it desirable to teach these phases of 
growth at the same time, will not find it of great aid. Neither will 
the volume find its greatest favor with those teachers who wish to 
make American history an intensive study of certain periods rather than 
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2l survey. Those teachers, however, who regard history as the record of 
a genetic process in which numerous blended elements act upon environ- 
ment and one another, and are in turn reacted upon in a constantly 
evolving complex, will welcome this as a very serviceable book. 

Leverett S. Lyon 
University or Chicago 



Credit of the Nations, A Stiidy of the European War. By 
J. Laurence Laughlin. New York: Scribner, 1918. Pp. 
xii+406. $3.50. 

In this book Professor Laughlin has given an exposition and an 
explanation of the (^ration of the credit systems of England, France, 
Germany, and the United States during the first three years of the 
present war. On accoimt of the lack of adequate reliable data he does 
not include in his account Russia, Austria-Hungary, Italy, and the other 
belligerent nations. 

Chapter i, entitled "The Economic Situation Preceding the War," 
presents a brief sketch of recent economic history, especially with refer- 
ence to its bearing upon the causes of the war. Chapter ii, entitled " War 
and Credit," discusses the foimdations and machinery of credit, its 
relation to money and capital, and especially its relation to war. One 
chapter each is devoted to England, France, Germany, and the United 
States, and the method of treatment is substantially the same in each 
case. First the credit system and machinery of the coimtry is described; 
then follows in order a discussion of credit conditions before the war, the 
shock occasioned by the outbreak of the war and the means and measiu-es 
employed in solving the problems that arose, the adjustment to war 
conditions, and the course of credit and financial events to the middle 
of 1917. Special attention is given in each case to the eflFects of the war 
on industry and commerce, prices, foreign exchange, inflation, public 
debts, and taxation. In four appendixes are published in full the chief 
pubUc documents involved and a number of other interesting data, 
including the registry of foreign-built ships and a list of our loans to the 
Allies. A number of excellent charts are inserted in appropriate places 
throughout the book. 

Professor Laughlin devotes considerable attention to "a comparison 
of the ways by which German, French, British, and American systems 
of credit have met the unparalleled shocks of this imprecedented war," 
and concludes "that British credit has shown itself superior," chiefly for 
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the reason that it "has avoided the dangerous expansion connected with 
advances to the state in France and Germany." He also concludes that 
the habit in France and Germany of using bank notes instead of checking 
accounts has been a source of weakness and a cause of currency in- 
flation. 

Professor Laughlin looks with disfavor upon the moratoria measures 
employed in England, France, and Germany at the outbreak of the war, 
and thinks that in most, if not in all, cases they could have been avoided 
by a proper use of available banking machinery. He also criticizes the 
English government for the authorization of the issue of the one pound 
and ten shilling legal tender notes, believing that instead such issues 
should have been permitted to the Bank of England^ 

Regarding Germany he reaches the interesting conclusion that she 
"is not now solvent, and that unheard-of burdens must be carried even 
into the distant future. Taxing little and borrowing much, she has 
risked all on a single throw of the dice, on a military decision. She is 
even now fighting not merely for the status quo ante but for conmierdal 
gains, for expansion, if not for indemnities which will retrieve her 
financial losses. Indeed, her industrial classes were as much responsible 
for the war as her militarists; so that the weakening of her credit is likely 
to induce these industrial classes to work mightily for peace. The end 
is to be looked for more through their influence than through a revolt 
of the masses" (p. vii). 

Throughout Professor Laughlin emphasizes the fundamentals in 
the situation; namely, production and saving. He shows that no kind 
of finandal legerdemain can be a substitute for these essentials. In the 
enormous productive power of the warring nations and the large margin 
of production over necessary consumption he finds the explanation of the 
financial achievements, which before the war most people would have 
considered impossible, and the ability to bear the tremendous financial 
burdens of the futiu-e. 

Economists who still cling to the quantity theory of prices will find 

occasion to criticize many of Professor Laughlin's interpretations, and 

there is wide room for differences of opinion regarding many of the topics 

treated, but all will welcome this timely and illuminating exposition of 

one of the most complicated and, to the average man, confusing aspects 

of the war. 

W. A. Scott 
UNTVEEsrrv of Wisconsdi 
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War Administration of the Railways in the United States and Great 
Britain, By Frank H. Dixon and Juuus H. Pasmeiee. 
New York: Oxford University Press, 1918. Pp. xii+155. 

This monograph is one of the preliminary economic studies of the 
war prepared under the auspices of the Carnegie Endowment for Inter- 
national Peace. It presents a simple but well-told narrative of the 
administration of the railways in the United States and Great Britain 
during the war, the narrative being carried down to the early part of 
December, 191 7. 

The experience of the United States is set forth in Part I. The 
authors review briefly the part played by the railroads and their relation 
to the government during the earlier wars in which this country has been 
engaged; sketch the organization of the Special Committee on National 
Defense of the American Railway Association (popularly known as the 
Railroad's War Board); describe the earnest efforts of the Board to 
realize added operating efficiency as a means of meeting the unusual 
demands arising out of the war; and recount the satisfactory manner in 
which the railways co-operated with the government. Part I doses 
with the report of the Interstate Commerce Commission to Congress 
early in December, recommending unified operation of the railwa3rs, 
either by the carriers or by the government. With the publication of 
this report it became clear that the period of voluntary co-operation was 
drawing to an end; that the first chapter in the war administration of 
the railwajrs was being concluded. The failure of voluntary co-operation 
the authors attribute in part to the inefficiency of private operation, 
but also in considerable measure to restrictive legislation (the Sherman 
Act and the antipooling section of the Interstate Conmierce Act), 
the decentralized condition of government authority, the obstructions 
interposed by state regulating bodies, the unprecedented amount of 
traffic offered, the excessive preference orders of the various departments 
of the government, the selfishness of certain groups of shippers, and to 
some degree the refusal of certain railroads to comply with the orders 
of the Railroad's War Board. In the face of these handicaps the record 
of the railways as shown in the statistical results of freight operation is 
held to be extraordinary. 

Extraordinary though the record may be, the fact remains that the 
railways did not measure up to the needs of the hour. Early in the war 
the higher railroad officials had pointed out that they welcomed the 
opportimity to demonstrate to the country the value in time of war of 
''railroads with elastic management," yet it only took nine months for a 
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convincing demonstration to be made of the fact that the policy of 
''elastic management" was a failure from the standpoint of securing ''a 
maximum of national transportation efficiency/' 

The administration of the railways in Great Britain is presented in 
Part II. The authors describe the taking over of the railroads of 
England, Scotland, and Wales on August 5, 1914, less than twenty-four 
hours after the formal declaration of war (the railways of Ireland were 
not taken over imtil January i, 1917); the organization of the Railway 
Executive Committee to which the operation of the roads as a imit was 
intrusted (the Executive Committee is composed <rf the chief executives 
of the leading lines, with the president of the Board of Trade as the 
nominal chairman); the financial arrangements whereby the owners of 
the railroad properties were guaranteed a net income equal to that of 
J913 (the best year the railways had ever known), thus making it possible 
for the resources of the railroads to be thrown into a conmion pool with- 
out regard to the effect of this action on the revenues of individual roads; 
the labor situation; the remarkable record of efficiency of the railways 
and the far-reaching economies that had to be inaugurated because of 
the marked shortage of labor. This whole account of British experience 
is of decided value in that it encourages us to believe that the United 
States is at last on the right track, and in that it points to the sacrifices 
that the public must imgrudgingly make in order that the railways of the 
country may be set free, so far as possible, for the prosecution of the task 
to which the country is definitely committed. 

Eliot Jones 

Leland Stanposb Junior UNiVERSiry 



The Larger Liberalism. By Edwaed Bernard Benjamin. Printed for 
the author's private circulation. Cambridge: University Press, 
1918. 8vo, pp. vi+199. 

The Larger Liberalism is an example of the attempted \ise of a trip hammer 
to crack a nut. Roughly, it resolves itself into four parts. The first presents 
an indictment of industrial society and a statement of *' remedial orders" in a 
summary which is alike free from dogma and analysis. The second offers a 
series of pencU sketches of the life and thought of industrial workers which 
masquerade as literature. The third furnishes a criticism of schemes of reform 
which indicates no careful scrutiny of the proposals condemned. The foxirth 
brings the cosmic discussions of the volume to a head in a defense of price-fixing 
and the eight-hour day. We are told that "reform will come bit by bit, in 
little chunks, chiseled by time from society's own adamant heart." The author 
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shares the confusion common to Mr. Carver's students that institutions are 
merely external manifestations of an immutable human natiue. He therefore 
concludes that "we are all of us what we are/' and recognizes no possibility of 
change in social arrangements except by the approved economic method of the 
addition of infinitesimal increments. 



Japan at First Hand. By Joseph I. C. Clarke. New York: Dodd, 
Mead & Co., 1918. 8vo, pp. xxxvi+482. $2 .50 net. 

This volume records the unprejudiced impressions of one who traveled 
through Japan three or four years ago, interviewed various men prominent in 
business or poHtics, saw the usual sights, artistic and social, and followed the 
iisual routes of travel. The general character of the book can be inferred from 
these facts. It does not pretend to be the result of long and intensive study, or 
to give the impressions of one trained in the keen analysis of social institutions. 
The author is sympathetic in his attitude toward the Japanese and finds no 
fundamental reason for antagonism between that country and this. 

The topics covered are broad in scope — art, religion, sports, education, 
newspapers, theaters, farmers, silk cultiue, special sights, and so forth, ending 
with a trip through' Korea and Manchuria to Pekin. One chapter each b 
devoted to "Big Business'' and "Finance and Banking," with some discussion 
of the more obvious phases of modem economic development and the effects 
of the war. But such information on these topics as the economist or business 
man wants is best found elsewhere. 

The book contains no serioiis stu4y of the persistence in Japan of the 
mediaeval organization of society, or of the reaction of modem industry upon 
the old. 
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COMMERCIAL BANKING AND CAPITAL FORMATION 

IV 

I. INTRODUCTION 

The discussion of banking operations in the preceding articles of 
this series' no doubt appeared somewhat remote from the subject 
of capital formation — meaning by capital formation the creation 
of material instnmients of production as distinguished from liquid 
funds in the form of bank circulating media. The foregoing 
detailed analysis of the connection between commercial banking 
and the investment market was deemed necessary, however, as a 
f oimdation for a study of the relation of bank credit instruments to 
the process of capital formation under conditions imposed by a 
specialized and pecuniarily organized society. The present paper 
will therefore attempt to indicate the coimection between the 
expansion of loanable funds that has resulted from the organization 
of our banking machinery and the creation of capital goods. 

It has already been indicated" that capital formation as treated 
in economic literature has been generally regarded as a very simple 
phenomenon. To insure an adequate provision for the futiure all 
that is considered necessary is for the individual members of society 
to exercise the honest, if homely, virtue of thrift — to save by] 

« See Journal of Political Economy, XXVI (May, June, July, 1918). 
«/Wrf. (May, 1918). 
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foregoing consumptive satisfactions. Two factors appear to have 
conspired to divert attention away from the processes by which, 
in our modern pecuniary society, individual savings of monetary 
income are transformed into capital equipment: First, the 
dominance in economic literature of the theory of value and 
distribution has required (a) explanation, if not justification, of 
interest on capital as one of the distributive shares, and (b) elaborate 
analysis of the psychology of saving/ Second, the resolution of 
material instruments into pecuniary values has tended to camou- 
flage the processes by which peamiary savings eventuate into 
capital equipment. It is recognized that this latter statement 
means little as it stands. It is presented at this place merely as 
a challenge and as an explanation for preceding a discussion of 
the relation of commercial banking to capital formation by a dis- 
cussion of capital formation itself. 

Before considering the r61e of commercial banking in capital 
formation this paper will discuss (a) the process of capital formation 
under primitive or pioneer conditions, (J) the changes in the process 
that resulted from the development of specialization and exchange, 
and (c) the complications that are introduced by the necessity, 
under modem conditions, of effecting the formation of capital 
through the pecuniary mechanism. 

' This is not the place to enlarge upon the foregoing statement. I think it will 
be readily agreed, however, that neither the classical economists nor the productivity 
and discount theorists were concerned, when writing on interest and saving, with the 
processes by which the transmutation of individual savings into o^ital goods is 
\ effected under modem industrial conditions. The analysis of and emphasis upon 
{interest by the classicists was largely a result of the attacks leveled against this dis- 
jtributive share by the socialist school. To explain or justify interest it was necessary 
to show that the creation of capital involved a sacrifice or cost which was as much 
entitled to a reward as labor and which if unrewarded would not be undergone. 
While perhaps not so directly motivated by polemical requirements the discount 
theorists have maintained much the same point of view. Their analysis is mainly 
elaboration and refinement of the cruder conceptions of abstinence and sacrifice. The 
productivity theories are also designed to explain interest; but they do not explain 
capital formation. And both the agio and productivity schools take for granted the 
institutional system through which these savings are wrought into capital equipment. 
As a result of this situation economic literature contains no adequate theory of capital 
formation. • It is only in the literature of crises that the problem is even definitely 
considered. Let me hasten to add that this paper does not supply the great deficiency. 
It is intended merely as a tentative analysis of certain neglected phases of the problem. 
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n. CAPITAL FORMATION UNDER PRIMITIVE CONDITIONS 

If we are to understand the process of capital formation we 
must look to ihe factors which determine the apportionment of 
productive energy between the creation of consimiption goods and 
the creation of capital goods. The old illustration of the primitive 
fisherman who forewent consimiption and tightened his belt in 
order that he might have time available for the fashioning of a net 
with which to enlarge his productive power in the future does not 
quite reach the crux of the problem, because its animus is to 
emphasize the sacrifice involved in postponing consumption. Now 
a fortunate catch by the fisherman, so large that it was impossible 
to consimie it all in a single day, thus freeing time for the making 
of a net, is of course quite as plausible an explanation of the origin 

/of capital. What needs to be emphasized for our present purpose 
is that if an individual is to increase his productive power by the 
use of capital he must, imder primitive conditions where exchange 

[does not exist, devote a portion of his time to the creation of capital 
goods — ^he cannot devote it exclusively to the creation of con- 
simiption goods. 

Under the conditions of pioneer life in America capital goods 

I were largely created by this direct apportionment of energy between 

' the creation of consimiptive and capital goods. The pioneer 
farmer as a matter of routine devoted those portions of the year 
during which it was impossible for him to plant, cultivate, or harvest 
his crops to the digging of ditches, the clearing and improving of 
land, the construction of farm buildings, the creation of public 
roads, etc. Since the farming classes, made up the greater portion 
of our population until after the Civil War, it is safe to say that 
the larger portion of the capital eqmpment of America came in 
those days as a result of an individual process of utilizing in the 
creation of capital goods portions of the year which could not in the 
nature of things be utilized in the production of consumers' goods.* 

' It goes without saying that in some parts of the country this situation still 
obtains. It goes without saying, also, that it is only under the most primitive condi- 
tions that pecuniary investment plays no part in making provision for the future, and 
that there has been a steadily increasing proportion of farm savings that take the form 
of pecuniary investments. 
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It should be added here that so long as land was abundant and 
improvements scanty there was little check to the profitable 
creation of capital goods. A home with possession of fertile land 
adapted to the production of the necessities of life was at once a 
means to the gratification of consumptive and social desires and a 
guaranty against want in old age. 

It may be of interest to note in passing that capital formation 
under these conditions was not primarily a result of abstinence, 
or time preference, or impatience. Such capital formation was 
accompanied by little or no diminution in immediate consumption. 
Save in exceptional instances, the days of the year which were 
utilized in the creation of capital goods could not have been utilized 
in the creation of consumers' goods. The alternative to capital 
formation was thus not larger consimiption but idleness.' To the 
extent that foregoing leisure may be regarded as sacrifice of pleasure 
there was of course a form of abstinence here involved. But it is 
questionable if more than the merest fraction of this foregoing of 
leisure can be regarded as involving sacrifice. To the "old man" 
who led the way and "bossed" the job the work involved in 
improving the farm, etc., was "pure joy of creation." To the 
offspring capital formation was no doubt often irksome; some 
leisure was greatly desired. But it may be reflected here, also, that 
with the limited opportimities for diversion which the conditions 
of pioneer life afforded, work was the chief form of recreation. 
Certainly the building of public roads by the conunimity in off 
seasons can under no circumstances be regarded as involving 
abstinence or sacrifice, for it afforded one of the few opportimities 
for intimate association with one's neighbors and for acquiring on 
the part of each the commimity accmnulation of sundry gossip and 
"enlightening" stories." But whether or not one agrees that these 
savings were largely controlled by other factors than abstinence or 
sacrifice in the sense that the economist has used these terms, it is 
clear that the process of creating capital goods was the direct one 
of inijividual apportionment of productive energy between tjie 

' To be sure, one could always hunt or fish. 

» If "impatience" was involved, it was impatience to be through with the harvest- 
ing of consiunptive goods and to undertake the creation of new public highways. 
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creation of consumptive and capital goods. It is of note, also, that 
this creation of capital goods was directed and accomplished by 
individuals who were also producers of consumers' goods; that it 
was not dependent upon the successful working of a complex 
industrial and pecuniary social organization; and, finally, that the 
capital goods created were largely owned and used directly by those 
who created them. 

m. CAPITAL FOMiATION IN A SPECIALIZED SOCIEtY 

a) The changed nature of the process. — Capital formation under 
conditions of specialized production and exchange is very different 
from what it is imder a simpler organization of society. The 
change in the nature of the process may be briefly indicated. 
Mr. Jones produces goods for Mr. Smith's consumption. Smith 
in turn produces goods for Jones's consumption. Now if Jones 
curtails his consimiption in obedience to a thrifty impulse or a 
desire to secure a competency for old age, he curtails the demand for 
Smith's goods and thus reduces Smith's production. And if 
Smith has a similar urge to save, he in turn reduces the production 
required of Jones. It is obvious that under such drcmnstances 
saving would not lead to the creation of additional productive 
equipment; on the contrary it would result in only part-time use of 
existing capital equipment and lead to many hours of leisure on the 
part of Jones and Smith as producers.' And if Jones and Smith 
are divorced from land, neither has any opportunity to employ his 
leisure hoxirs in direct creation of capital goods as a provision for 
old-age. 

While it is easy to see the interdependency of large consumption 
and new capital formation in this simple illustration of isolated indi- 
viduals, such relationship is usually overlooked in the complicated 
specialization and exchange which characterizes our present-day 
industrial society; and it is generally assumed that individual re- 
trenchment in consumption is the royal road to new capital forma- 
tion.* The confusion arises from isolating the individual. If I am 

' On the other hand, if each increases his consumption there will be an incentive 
for each in his productive capacity to strive to increase his productive equipment in 
order to meet the increased consumptive demand. 

* Section IV discusses the influence that is exerted in this connection owing to 
the isiCt that savings are now effected in pecimiary form. 
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thrifty while everybody else consumes as usual, there is certain to 
be an-eflfective demand for the products of the capital goods which 
are created as a result of my saving, and hence provision for my old 
age is assured. But if everybody rigidly economizes, the situation 
is entirely different. Universal thrift is a fallacy. We can have 
the requisite demand for the creation of new capital goods only so 
long as consumption is steadily expanding. 

We have argued here that large consimiption is necessary to 
induce large production and the creation of additional capital 
goods; and it would appear to follow from this that the increase of 
capital equipment would be most rapid when there is a large 
consumptive demand and hence large production of consimiers' 
goods. But since capital formation involves the utilization of a 
portion of our limited supply of productive energy, it may be asked: 
Does not any increase m the production of consumptive goods 
necessarily decrease the energy available for the production of 
capital goods and thereby retard the rate of new capital formation ? 
It appears like a mathematical impossibility. 

Two supposititious cases may be taken for the purpose of 
illustrating the possibility of a more rapid increase of capital 
when consimiption is high than when it is low. First, suppose 
that as a result of large cpnsumption 75 per cent of our energy 
were devoted each year to the production of consimiers' goods, 
15 per cent to the replacement of existing capital goods, and 
10 per cent to the creation of new capital goods. Now suppose 
that because consumption is kept low only 60 per cent of our 
productive energy is devoted to the creation of consumers' goods, 
15 per cent to the replacement of existing capital goods, and 5 per 
cent to the production of new capital goods. Under these circum- 
stances it would take twice as long to double the existing supply of 
capital goods as in the former case. The validity of this illustration 
obviously depends upon the validity of the assumption that only 
80 per cent of the available energy of society is employed in the 
second case.' If the analysis that has been made above of the 
relationship between consumptive demand and the formation of 
additional capital is sound this assumption is a valid one. The 

» Of course the percentages here used are mere guesses. 
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balance of our available energy, i.e., 20 per cent, will not be devoted 
to the creation of new capital, because, by hypothesis, the demand 
for the .products of capital goods has decreased. It is believed, 
moreover, that there is evidence to substantiate this conclusion.' 
But before submitting this evidence, it will prove of interest to 
present a tentative statement of the more significant results of 
the situation which we have been portraying. 

b) Some restiUs. — ^In the first place, where a retrenchment 
of consimiption takes place with a view to paving, there is 
not only a retarded rate of capital formation, but, as we have 
seen, there is a smaller total expenditure of energy by society — 
80 per cent instead of 100, in terms of the foregoing illustration. 
If this meant an eight-hour mstead of a ten-hour day for everyone 
the resulting leisure might be a welcome compensation. But in 
fact it usually means full employment for the fortimate, stark 
unemployment for many, and part-time work for others. It is 
certain to mean more or less privation for those imfortimately 
placed in the industrial system; and among the masses it means 
sheer inability to make adequate provision for old age." 

In the second place, where the capitalist and the laborer are one 
and where opportxmities for direct utilization of one's own time in 
the creation of capital goods exist, it is entirely within one's own 
volition whether he shall or shall not create capital goods and make 
provision for a higher standard ^of living in the future, as well as 
insure against want in his declining years. Under conditions, 
however, where capitalist and laborer are separate persons, where 
production is specialized and exchange necessary, the wage-earner 
is largely debarred from utilizing "off hours" or periods of unem- 
ployment in direct capital formation. Because he usually has no 
land or home where he can employ his spare time, idleness is 
wished upon him, whether he will or not. A similar situation is 
true of the salaried classes of the cities. Occupancy of an apart- 
ment, or even of a yardless house, closes the door to any direct 
employment of one's spare hours in the creation of capital goods 

« See p. 859. 

* This is of coiirse only one of many causes of unemployment; but it is a funda- 
mental factor that has never been fully appreciated. . v ' ^ ' ' 



Digitized by 



Google 



8s6 JOURNAL OF POUTICAL ECONOMY 

that will make for security in old age and at the same time promote 
economic welfare at large. 

In the third place, imder conditions where one cannot make 
provision for his future through the direct process of producing 
capital goods he is placed at the mercy of the market/ That is to 
say, the provision for the future that is made by a wage-earner or 
salaried man is not dependent upon whether he spends his "oflF 
hours" in work or in idleness; nor is it merely contingent upon 
whether he refrains from imnecessary consumption. It depends 
upon industrial conditions in general; for the effectiveness with 
which individual savings are transformed into capital goods is 
contingent upon a myriad of forces in a complex social and industrial 
world. Similarly, the capitalist proprietor or the corporation which 
creates new "capital'' through the process of putting back into the 
business each year a portion of the earnings is also dependent for 
the profitableness of this new capital upon the market demand for 
the product and hence upon industrial conditions in general. 
While the position of the modem capitalist has less of uncertainty 
than that of the wage-earner and salaried man, he is not the inde- 
pendent arbiter of his fate in the matter of capital formation, as 
was the individual enterpriser upon the land under primitive 
conditions. He is subject to the control of business and trade 
conditions at large; and the rate of his capital accumulation must 
wait upon expanding consumption. 

c) Is consumption a controlling factor? — We may now turn to 
a consideration of the evidence that consiunption is in fact a 
controlling factor in connection with capital formation in a special- 
ized society. An explanation is perhaps necessary, for devoting 
space to a point which should be more or less obvious. I have 
foimd, however, that there has been relatively little consideration 
in economic theory of the relationship of expanding consimiption 
to capital formation, and from informal discussion I have learned 
that many economists are inclined to deny any very close connection 
and to assmne that capital formation can proceed apace in a 
society that is practicing the most rigid economy in consumption. 

' It is not to be understood from this phrase that the market is essentially merci- 
less. There are, however, a multitude of factors at work under these conditions which 
lessen the certainty that postponed consumption will ripen into security for old age. 
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We may consider first two main reservations to the doctrine 
that consumption is a controlling factor. The first of these arises 
from a consideration of the demand for intermediate products. It 
is iirged that the demand for one sort of capital goods constitutes 
the demand for another kind of capital goods and that such inter- 
mediate demand serves qxiite as effectively as does the demand for 
consumptive goods to stimulate business activity. This is measur- 
ably true of course. At certain periods a rapid increase in capital 
formation is undoubtedly aided by such demands for intermediate 
products. But this is at best only a temporary postponement of 
the check on capital acciunulation; it does not eliminate the influ- 
ence of consimiption. It is probable, moreover, that the importance 
of this demand for intermediate products is greatly overestimated. 
It seems to be a general assimiption that a relatively large portion 
of the productive energy of society goes each year to the creation 
of capital goods. It is believed, however, that a study in terms of 
labor power and material instnunents would show so large a pro- 
portion of the productive energy of society devoted to the creation 
of goods for current consmnption that consumptive demand would 
appear always to be the dominant factor in the situation.' 

In the second place, it is often assimied that society can deVote 
its productive energies for considerable, if not indefinite, periods of 
time to the creation of new capital, merely with a view to an ultimate 
increase of consimiption; that is to say, there appears to be no 
reason why society cannot adopt the individual method of saving 
for a rainy day or old age or for a higher standard of living in the 
future. Such a policy cannot be worked out, however, where the 
productive energy of society is apportioned by individual entrepre- 
neurs with whom the motive force to capital formation is private 
gain. The entrepreneur who asstunes the risks and directs the 
creation of new capital is in quest of profits, and profits from the 
enterprise can be obtained only from the sale of its products. And 
since profits will not be waited for indefinitely by those who assist 
in financing the enterprise it is usually relatively short-time-profit 

« There has long been needed a study in concrete terms of the actual apportion- 
ment of energy between the creation of consumptive and capital goods. Such a study 
is now being made by Professor H. Gordon Hayes and will shortly appear in this series 
of articles on capital formation. 
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; considerations that determine the formation of new capital. It is 
■ only in rare instances that private initiative will wait long for a 
return; and even in these cases the anticipation of a steadily 
developing demand is a sine qua non to new capital formation. 

Closely related to our present discussion is the old question of 
overproduction. Taussig's analysis of this problem is perhaps 
as good as any. He argues that "saving and investment simply 
mean the employment of labor in a different way"; that the new 
plant and machinery will shortly be used in making new con- 
sumptive goods — goods which can be sold to the laboring classes 
if oflfered at a lowered price; and that "until the mass of mankind 
come to be in vastly more prosperous condition than has been 
dreamed of in all the Utopias, an indefinitely extensible market can 
be foimd for goods adapted to their use" {Principles of Economics ^ 
chap. xli). While this "explodes the fallacy" that a diminution of 
"luxurious" expenditure will necessarily cause unemployment, it 
is to be noted that it supplants one kind of consmnption with 
another. Taussig even recognizes that the new consumption by 
the laboring classes might not permit all the new product resulting 
from "relentless" saving to be sold "at a profit." In this event 
he points out that the difficulty is "not overproduction but over- 
accumulation and overinvestment," whereupon relief will come 
"quasi-automatically"; for, "as interest fell, more and more of the 
well-to-do would conclude they might as well spend as invest; 
would buy houses, pictures, champagne," etc. 

It is of note that all this explicitly requires an expanding 
consumption and is thus in accord with the thesis outlined in this 
paper. The analysis does not, however, reach the heart of the 
problem of capital formation in modem industrial society. First, 
it assumes that the great mass of laborers does not and should not 
save and make provision for the future.^ Second, it appears to 
assiune, since it is implied that the process works well automati- 
cally, that society as a whole will somehow manage to save such 

» This is certainly not a situation which should lead economists to pronounce the 
economic organization of society as on the whole one that promotes the economic 
well-being of mankind, and it is, of course, an effective estoppel to the argument that 
the way to economic salvation for the masses is by rigid sacrifice of the present for the 
future. 
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amounts as will in the long run direct the proper proportion of pro- 
ductive energy to the formation of new capital and meanwhile (save 
for temporary maladjustments) always provide full employment for 
labor — ^in a word, that there is no danger that the process may 
result, as was suggested above, in causing the industrial system to 
run at only 80 per cent speed. Finally, the analysis does not 
recognize the complications of the problem that Inhere in the 
monetary mediiun through which . savings are effected (see 
Section IV). 

Now as to the evidence that consiunption is in truth a directly 
controlling factor. It is necessary to state in advance that much 
of the evidence is inconclusive by itself. It is believed, however, 
that it is on the whole strong enough to throw the burden of 
proof upon those who hold opposing views. In the first place, then, 
the periods of the most rapid capital formation appear to have been 
periods of largest consumption. To mention only a few cases, 
everyone knows that the decade from 1897 ^^ 19^7 ^^i^ ^^^ ^^ 
tremendous extravagance in this coimtry. It was at the same time, 
however, a period during which capital was created more rapidly 
than ever before in our history. On the other hand, the period 
from 1874 to 1879 was one of low consiunption and of a very slow 
rate of capital formation. 

It may or may not be significant in this connection that very' 
thrifty nations like France and Holland have had a less rapid rate 
of capital formation than more extravagant nations like the United 
States and Germany.' 

But perhaps the experiences of the war are more instructive. 
There developed in 1915 an enormous European demand for the 
products of American industry. The result of this new market 
was a tremendous expansion of production. It was not a diversion 
of energy from one form of production to another; it was a net 
increase attributable directly to a net increase in consiunptive 
demand. This increase in demand came not only from Europe; 
it came also from the laboring classes in this coimtry who had 
been given steady employment and enlarged purchasing power as 

' To Gennany's private consumption must, of course, be added the public con- 
sumption in the form of war supplies. 
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a result of the European demand.' This enormous increase of 
demand not only increased the production in existing industrial 
establishments; it also led to the rapid creation of new capital. 
In terms of money savings the compilations of the Treasury 
Department show that in 1916 the savings from all sources were 
nearly three times those of a normal year; and that the corporate 
savings for 1916 were about equal to the entire corporate savings 
for the years 1910-14 inclusive.^ 

After our own entrance into the war the demand for war supplies 
was even more intense; it became, in fact, insatiable. Although 
many of us felt that the slack in the industrial system must have 
been pretty well taken up as a result of the European demands of 

1915 and 1916, events proved the contrary. Monetary savings 
appear to be much larger in 1917 and 1918 than in 1916;^ and in 
spite of large withdrawals of men for military service total pro- 
duction appears to have been substantially increased. 

Great Britain's war experience is even more illimdnating. The 
inordinate demands for war supplies soon gave employment to 
everyone, including women and children. And the increased 
purchasing power that came to the masses of people in Great Britain 
resulted during the ^st year of the war in an actual increase in 
the output of goods for private consimiption — this ih addition to 
an enormous increase in the production of war supplies.* And in 

1916 the Garton Foxmdation estimated that although 1,500,000 
workers had shifted from peace industry to mimitions-making and 
other special war work in England, and several additional millions 
had been taken for the armies, England succeeded in feeding and 
clothing its people not appreciably worse than in times of peace, 
while manufacturing a sufficient surplus of goods to maintain a 
very considerable part of the export trade.^ The lessons of the war 

' It should be borne in mind here that the increase in prices did not for a consider- 
able period of time result in a decrease in real wages. While prices may possibly have 
increased more rapidly than wage rates, continuous' employment served to make the 
annual real income of laborers, particularly of families, substantially larger than before. 

» Unpublished data furnished by David Friday. » Ibid. 

4 There is abundant evidence on this point. 

* Brougham Villiers, Britain after the Peace, p. 97. 
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in England appear to indicate th^t there must have been a large 
and constant, though fluctuating, slack in the industrial system in 
normal times; that a large portion of the unemployment that 
existed was of a more or less permanent kind, superinduced by the 
lagging demand for the output of expanding industry. 

There is also abxmdant evidence of the relation of consumptive 
demand to capital formation in coimection with the economic 
cycle. In periods of depression there is an enormous amount of 
unemployment and part-time work. In addition there is a general 
disposition to be economical. And it is not until there occurs an 
increase in consimiptive demand that a revival from a serious 
business depression occurs. I am referring here to the major 
fluctuations of trade and industry. In the case of some of the 
minor fluctuations it is possible that no very direct coimection can 
be shown between an increase in consimiption and business recovery. 
But with the more serious depressions it is usually some fortuitous 
event which places in the hands of important classes increased 
consuming power that gives rise to a period of prosperity. It 
appears to be, moreover, a steadily increasing consumption that is 
mainly responsible for the continuance of prosperity and new 
capital formation for considerable periods of time. 

The sources of this increased consumption are not always clearly 
understood. First, when once revival has started there is an 
increased consumptive demand arising from the fact that millions 
who have been working, say, two himdred days a year, now work 
three hundred days a year. Second, large numbers of workers who 
have been out of employment altogether are now given steady work. 
Third, women and children in increasing nimibers are drawn into 
industry with a resulting increase in family wages. Fourth, there 
is extra pay for overtime work. Fifth, an increase of immigration 
annually adds substantial numbers to the labor force of the country.' 
These increased wages^ are largely expend^ in the satisfaction of 

' Since these immigrants receive higher wages than they had received in the lands 
from which they came, this means a net increase in the demand for the products of 
industry. 

* Recall that it is an increase of real wages (see footnote, p. 860). 
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consumptive desires' and thus tend to keep up the demand for the 
output of new capital goods. 

The foregoing illustrations all point to the relationship of 
expanding consiunption to capital formation. What evidence is 
there now that a curtailment of or restraint on consiunption causes 
a slackening of the rate of capital formation? A few suggestive 
illustrations must suffice. 

Villiers tell us* that in England during the "himgry forties" 
whenever the prices of foodstuffs rose in consequence of bad 
harvests, virtually all the income of the English laboring classes 
went for food, with the result that manufacturing industry every- 
where languished and unemployment became widespread. With 
the falling of food prices a demand again arose for manufactxired 
goods, and employment became once more relatively plentiful.^ It 
goes without saying that xmder such conditions the rate of new 
capital formation could not be rapid. Where standards of living 
are high it is difficult to trace a direct connection between a decline 
in the rate of capital formation and a decline in consumers' demand. 
The slackening in the rate of industrial expansion might be ascribed 
to other factors.* But where the masses are near the margin of 
subsistence, as in this English example, the connection appears 
to be very clearly established.^ 

' This matter of consumptive demand is of course not the only factor of impor- 
tance in connection with the expansion of trade and industry in the upward swing 
of the business cycle. As Mitchell so well shows, the business cycle is an extremely 
complicated phenomenon: technological co^ts, bank reserves, interest rates, social 
reactions, etc., all play their part. But it is believed that an expanding consumption 
is a paramount requirement to business expansion and new-capital formation. 

' In his very illuminating volume, Britain after the Peace, 

3 Villiers states that it was this demonstrated dependency of manufacturing upon 
the demand of the masses for ordinary commodities that induced the manufacturing 
classes to support the repeal of the com laws. 

4 And it is certainly often due to other factors. 

s It seems to me not impossible that the fierce struggle for foreign markets that 
exists in all thrifty and rapidly growing industrial nations is evidence of restrained 
consumption or consumption that is not expanding as fast as productive capacity; 
the effective domestic demand is not sufficient to absorb at a profit all the produce of 
expanding industry. And it may be that the total demand is lagging rather than 
merely the demand for particular commodities where production has been imduly 
heavy. The spedal interests that are in search of foreign markets usually do not 



Digitized by 



CmOo^'^ 



COMMERCIAL BANKING AND CAPITAL FORMATION 863 

In a period of business depression following a panic we have a 
good illustration of the eflFect of lessening consumption on pro- 
duction and hence on capital formation. In the words of Mitchell: 

Consximers' demand declines in consequence of wholesale discharges of 
wage-earners, the gradual exhaustion of past savings, and the reduction of other 
classes of family incomes. With consmners' demand faUs the business demand 
for raw materials, current supplies, and equipment used in making consumers' 

goods The contraction .... is cumulative, since every reduction of 

employment causes a reduction of consxunejrs* demand, and every decline in 
consumers' demand depresses current business demand and discourages 
investment, thereby causing further discharges of employes and reducing 
consumers' demand once more.* 

Another illustration is to be foimd in our war experience. 
Immediately after the outbreak of war the President and others 
urged the most rigid economizing on the part of the American 
people, and the result was a sharp retrenchment in consumption. 
Within a few weeks the result of this was manifest in declining sales 
and lessened production, together with a slackening of ordinary new- 
capital construction. There was then inaugurated the movement 
for business as usual* as a means of preventing im.emplo)maent and 
of insuring large profits. A retrenchment of consumption thus 
quickly made itself felt throughout the entire business world. 

In conclusion, it is of interest to note that the manufacturing and 
trading classes have always imderstood that "times are good'' 
when everybody is purchasing extensively in the markets. And 



reason that exports must be paid for by imports and that hence foreign outlets will not 
be of real assistance; they regard foreign sales as net gain. This view of the struggle 
for world-markets is held by many writers on foreign trade — writers outside the ranks 
of the professional economists and hence unfettered by some of our economic pre- 
conceptions. 

* Business Cycles , pp. 577-78.' Mitchell tells us, however, that there is no evi- 
dence that continued expansion of business is eventually checked, as the socialists 
have argued, by a failure of consumption to expand {ibid., p. 580). This certainly 
requires explanation (see p. 876). 

* As soon as tlie demand for war supplies became effective the reduced demand 
of private consumers was of course more than counterbalanced by the increased public 
demand. Moreover, as in England, the rise of fomily, if not of individual (real), 
wages among the war workers served for a considerable time largely if not entirely to 
offset the fall in demand on the part of those who were led to economize, either 
voluntarily or involuntarily. 
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good times with them means not merely large consimiption; it 
means also the ability to lay something by. But the economists, 
overlooking the obvious facts that periods of great extravagance 
have usually been periods of rapid capital formation and that 
periods of low consimiption are generally accompanied by retarded 
accumulation, have usually insisted that there is a peculiar virtue 
in thrift/ 

Two factors appear to me to have influenced the reasoning of the 
economist in this connection. The first is the prevalent fear that 
there is never any prospect of oversaving; that, on the contrary, 
there is always the gravest danger that large consumption will 
divert so much of the energy of society to the creation of con- 
simfiptive goods that not only will capital accumulation not be 
rapid, but worse — that the existing capital supply will be worn out 
without replacement. The economist thus aspires to be more 
than a pure scientist; he is also a preacher of the gospel of 
individual economic salvation. The chief difficulty here is that in 
preaching so ardently we hav^ usually forgotten to be scientific.* 

The second factor relates to the rdle that money plays in con- 
nection with the process of capital formation. It is believed that 
the institution of money has tended to obscure the imderlying 
industrial factors which we have been considering in the fore- 
going analysis. Attention must therefore now be directed to 
capital formation as complicated by the pecimiary mechanism 
through which it is mainly eflFected imder modem conditions. 

IV. RELATION OF MONEY TO CAPITAL FORMATION 

In the classical treatment of currency, where money is described 
as a medium for exchanging consimiers' goods already on the 
market awaiting purchase, there is little intimation that it is 
related to the productive process; certainly there is little explicit 
statement that it is through the agency of money that the business 
manager organizes his business. But the plain facts of the case 

' The economist has been ably assisted by the investment banker for reasons that 
are obvious. 

* The present writer pleads guilty of repeated transgressions in this very con- 
nection. 
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are that in the modem world not only is a large proportion of all 
saving of that indirect sort which manifests itself in depositing a 
portion of one's pecimiary income in banks or in investing it in 
securities, but the business man who transforms these individual 
pecuniary savings into social capital employs money as the instru- 
mentality for accomplishing this purpose. And where savings are 
made directly by corporgjte managers and business enterprisers- by 
retaining in the business a portion of the net earnings the problem is 
largely the same, for the conversion of these earnings into capital 
goods is again wrought out through the financial mechanism. 

It should be emphasized that imder these conditions it remains 
true that if capital goods are formed, it can only be, as before, 
through the application to this purpose of a portion of the 
prbductive energy of society. The problem is the same as imder 
primitive conditions; only the instrxmientalities through which it 
is accomplished are changed. But where capital formation is 
effected through the peamiary mechanism, economists have been 
prone to forget the imderlying industrial factors in the situation 
and the apportionment of productive energy involved and to think 
largely in terms of finance. *' Saving " means (see students' notes in 
any course in the elements of political economy) putting the mone- 
tary income in savings banks or investing it in securities, where, in 
addition to being returned in the future for one's uses, it yields 
interest the while. Unfortimately this analysis is usually not 
"followed through'*; the funds thus saved have been left with the 
investment banking institutions with the assumption that they wiU 
automatically be employed in the creation of capital goods. It is 
believed that the explanation of this phenomenon may be imder- 
stood in the light of the succeeding paragraph. 

It has been hinted that the monetary mechanism complicates 
the process of capital formation. Let us see how. On the one 
hand, imless savings of individual pecimiary incomes are made, 
funds do not flow to the investment banking institutions; and if 
the investment banking institutions do not get possession of fimds 
business men cannot obtain the liquid capital necessary to induce a 
portion of the productive energy of society to be devoted to the 
creation of capital goods. Under a pecuniarily organized society, 
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therefore, saving of monetary income is an indispensable pre- 
requisite to the formation of capital. But, on the other hand, if 
individuals do save and place their money with investment insti- 
tutions in order to provide the necessary fimds for entrepreneurs 
who wish to induce laborers to create new capital goods, we find 
that the reduction in consumption necessary for the release of fimds 
with which to divert energy to the creation of new capital goods 
tends to decrease the profits that may be derived from employment 
of the new capital; it must be recalled here that the business man 
who diverts energy to capital formation does so with the expecta- 
tion of profit, and that the most fimdamental determinant of profit 
is eflFective demand on the part of consumers. To the extent, 
therefore, that the saving of monetary funds involves a reduction in 
consimiption there is a check to the effective utilization of the new 
capital which is to.be created through these peamiary savings. 
To create capital it is necessary to iorego consumption; but to 
forego consumption is to render unprofitable the creation of the 
capital. 

In the previous section of this paper we had appeared to argue 
that the way to insure rapid capital formation was to keep con- 
simiption large; we now find, however, that curtailment of consump- 
tion is', in fact, necessary in order to release the funds required to 
create capital. We are thus face to f^ce with an extraordinary 
dilemma. The specialized production and exchange which char- 
fitcterize modem industry, coupled with the monetary mechanism 
by means of which the apportionment of energy between the creation 
of consimiers' goods and the creation of capital goods is wrought, 
appear inevitably to retard the rate of capital formation — ^if not 
to create an impassL 

To retrogress for a moment, I fancy that it is because savings 
are effected in pecuniary terms that the economist has so commonly 
failed to appreciate the relationship of consimiption to the creation 
of new capital. What has been seen is that if all pecuniary incomes 
are spent for consimiptive goods business men desiring to create 
new capital will have no funds with which to enter the markets and 
secure the employment of the necessary labor power. It would 
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superficially seem to follow from this that the greater the proportion 
of current income diverted to investment institutions the greater 
will be the proportion of our national energy devoted to the creation 
of new capital. The resolution of industrial factors into financial 
terms thus appears to have obscured the vital relationship of 
consumption to capital formation and to have caused us to forget 
that under a specialized and profit-making industrial organization 
new capital will not long be created in the face of a lagging con- 
sumptive demand.' 

It is recognized that there is an air of imreality about the fore- 
going exposition of the relationship of pecuniary saving to the rate 
of capital formation; it appears to be too strong a statement and 
not in accord with the facts of recent generations. Capital forma- 
tion has, in truth, been very rapid in recent times, particularly in 
the United States. Accordingly, xmless there is an error somewhere 
in the preceding analysis, we must seek an explanation of the 
apparent anomaly. 

In seeking an explanation it must be borne in mind, first, that 
the mere fact that capital formation has been rapid in modem 
times does not disprove the conclusions drawn from the foregoing 
analysis. It is to be expected that the rate of capital formation 
would increase as the efficiency of capitalistic industry increased. 
But the real question is. Has capital been accumulating as rapidly 

' A few illustrations of the results of this on economic theory may prove of interest. 
J. Laurence Laughlin would have the laboring masses imiversally comfortable, in a 
fewshortgenerationsyif they would only work hard, forego for the time all unnecessary 
consumption, and invest a portion of their incomes (see LaUer-Day Problems y p. 83) . 
Alvin Johnson urges that modem protection has tended to divert income from, the 
masses (thereby keeping general consumption low) to the entrepreneur class, which 
automatically saves large portions of it, depositing it in banks, purchasing securities 
or, more often, putting it directly back into the protected busmess. This has "played 
a part in equipping modem society with the vast stock of capital goods which it now 
possesses'' (see PolUical Science Quarterly ^ XXIII, 230). Walton H. Hamilton argues 
that the imequal distribution of wealth which has characterized the nineteenth century 
has been a potent factor in the rapid accumulation of capital, for it has prevented a 
rapid increase in consumption and permitted a rapid increase in saving (lecture 
delivered at the University of Chicago, July, 191 7). Both Johnson and Hamilton 
implicitly assume that rapid capital formation without rapidly expanding consump- 
tion can continue for long periods of time because both were discussing the economic 
development of the nineteenth century. 
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as it might have accumulated in the absence of the limiting factors 
which we have been discussing ? 

In the second place, the monetary mechanism does not create 
an impassi as suggested elsewhere, for the reason that not every- 
body does saye, and, as a result, there is not an entire check to 
consumptive demand. Some fimds are constantly being diverted 
to the investment banks, and this permits some bidding for the 
productive energy of society for the purpose of creating new 
capital goods. But the acceptance of this explanation implies an 
acceptance of the corollary that, inasmuch as preliminary restric- 
tion of consxunption is required, capital formation must proceed 
at a less rapid rate than might otherwise be the case. I believe 
that this is in general accord with the facts of modem times, 
particularly imder conditions such as have prevailed in England 
in recent generations with a highly specialized pecuniary order 
and a fully developed credit system.* ^ 

Further explanation of the anomaly is that the expansion of 
bank currency that has come with the gradual perfecting of our 
credit machinery has made it possible for business men to secure 
the necessary funds with which to create new capital without 
antecedent restriction of consxunption, and thus without the 
limiting condition which so materially retards the rate of capital 
accumulation. It is my thesis that during the period since the 
Civil War the rapid expansion of bank currency in consequence of a 
rapidly developing credit organization has resulted in a more rapid 
formation of capital equipment in the United States than would 
otherwise have been possible. 

V. KELATION OF COMMERCIAL BANKING TO CAPITAL FORMATION 

a) In general. — ^The relation of commercial banking to the 
process of capital formation may be imderstood only in the 
light of the analysis of the preceding articles of this series. 
It must be imderstood that for the moment we are not concerned 
with the phenomena of the business cycle.* We are considering, 

' It is less true of the United States for the reason that our credit mechanism has 
been of tardier development (see analysis in Section V). 

' The relationship of the business cycle to the problem is considered on page 875. 
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rather, the period of fifty years following the Civil War taken as 
a whole. It was during this period that the use of commercial 
banking facilities became nearly universal in the commercial centers 
and that the banking frontier of the United States gradually dis- 
appeared, resulting in a very great expansion of loanable funds. 
In 1866 the ratio of reserves to bank loans and investments in 
all our commercial, banking institutions was 22.8 per cent, while 
by 19 16. it had been reduced to 6.0 per cent. Between 1866 
and 1916 the amount of cash on hand in our commercial banking 
institutions increased from $231,900,000 to $1,486,100,000. And 
during the same period the loans and investments increased from 
$1, 018,000,^000 to $24,646,400,000.' If the ratio of cash to loans 
and investments had remained at 22 . 8 per cent, as it was in 1866, 
we should have had, in 1916, $6,523,700,000 of loans and invest- 
ments instead of $24,646,400,000. 

What now is the relation of this improving banking organiza- 
tion to the apportionment of hmnan energy between the creation of 
consmnption and capital goods ? The heart of the relationship lies 
in this: That the gradually expanding volume of bank currency — 
currency, it must be recalled, which is available equally with 
money for the manifold activities of business — ^has made it possible 
for business men to secure the fimds with which to induce hiunan 
energy to create capital goods without antecedent saving on the 
part of consxuners. As a result of this process of expanding the 
volume of loanable funds, we find that a smaller curtailment of 
consumption is required in order to release funds for capital for- 
mation, thereby permitting the maintenance of a more effective 
demand for the products of additional capital. 

Something more than this brief statement of the case is, how- 
ever, reqxxired. We must inquire whether this expanding credit 
merely carries with it a general increase in prices. The algebraic 
expression of the quantity theory throws no light upon this problem 
because it does not face the question of causal relations between an 
expanding credit currency and an expanding volmne of trade. Nor 
can one reach an adequate imderstanding of the relationship of 
bank currency either to prices or to the volmne of production if he 

> See Journal of PoUUcal Economy (May, 1918), p. 501. 
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erroneously assumes that commercial banks extend loans only for 
commercial purposes. K one assumes that goods are already 
produced and that the purpose of bank currency is merely to get 
them exchanged, an increase in bank currency would of course have 
no bearing upon the quantity of goods. In this connection 
Laughlin contends that an increase in bank credit does not raise 
prices, for the reason that the goods are already on the market and 
that the necessity of exchanging them merely calls forth the bank 
currency with which to effect such exchange, and that with the 
completion of the exchange the bank credit is automatically retired. 
Some of his critics have replied that the goods once exchanged 
disappear from the marketing process but that the credit once 
created will continue in the channels of circulation and thus serve 
to raise prices later, even though its initial creation may not have 
led to an increase of prices. 

Now this controversy appears to be somewhat beside the point 
when it is appreciated that bank currency is used in the production 
of goods as well as in their exchange. Concretely, a corporation 
may borrow $100,000 from a commercial bank, either by selling 
bonds to the bank or by borrowing on its short-time promissory 
notes, notes which are indefinitely renewed* so far as the system as 
a whole is concerned.^ Let us assimie that the $100,000 thus 

» See discussion of this in Journal of Political Economy , July, 1918. 

' From some points of view it is useful to distinguish between fixed and working 
capital. But from other points of view this distinction has little validity. A modem 
business has a certain amount of funds of its own, and it borrows the remainder 
required. Of the funds that it borrows it may use those borrowed through the sale of 
securities exclusively for fixed-capital purposes, and it may employ the funds borrowed 
from commercial banks exclusively for working-capital purposes. The theory has 
been, as heretofore noted in this series of papers, that a hard-and-fast line should be 
drawn between these respective uses of funds. Suppose, however, a given business 
does borrow $500,000 of fixed capital and $200,000 of working capital. Suppose, to 
make the case very concrete, this is received by the business in the form of bills which 
are put in the cash drawer. Now when the bills are taken out for the making of the 
necessary payments the clerk gets those which came in from the sales of securities 
mixed with those that came in as a result of borrowing from the commercial bank, with 
the result that the $200,000 which came from the commercial bank is used for fixed- 
capital purposes and that $200,000 of the $500,000 which came from the sale of 
securities is used for working-capital purposes. Some would be inclined to argue that 
since this $200,000 had to be paid back in three months and since it had been put to 



Digitized by 



CmOo^'^ 



COMMERCIAL BANKING AND CAPITAL FORMATION 871 

borrowed is used by the corporation in employing laborers* in 
producing raw materials. Let us assume also that in the absence 
of this "manufactured^' banking currency the business manager 
would be unable to procure the fimds necessary for producing the 
raw materials in question, for the reason that savings of pecu- 
niary incomes had not been large enough to release the required 
funds. Under these circumstances the result of the creation and 
employment of bank currency in the production of raw materials 
is the creation of goods which otherwise would not be created. 
The same situation would obviously apply to the hiring of laborers 
for the construction of a factory. Tangible, material goods would 
come into existence as a result of the employment of these funds. 
It is to be noted now that if this expansion of currency calls into 
existence new raw materials, it does not, at least immediately, lead 
to a proportional increase in prices. Both sides of the equation of 
exchange have been increased. Nor is the objection sound that 
while the employment of the bank currency may have brought into 
existence a new quantity of raw materials the currency continues to 
circulate while the goods do not and that in consequence there is 
shortly an inflation of prices. For the raw materials, which are dug 
out of the earth as a result of the hiring of laborers with monetary 
wages, do not cease to exist as soon as they have been produced. 
They pass from one form into another through many series ' of 
exchanges in the complicated processes of modem production. 



the creation of fixed capital which liquidates itself only after long periods of time, this 
business would shortly find itself unable to pay its obligations. Now of course the 
truth of the matter b that it does not make the slightest difference how the particular 
funds borrowed from the commercial bank is employed so long as the business as a 
whole is properly organized. And in fact, since the corporation keeps an accoimt with 
the commercial bank, and since it takes its borrowings from the commercial bank in 
the form of a deposit account, and since its funds derived from the sale of bonds and 
stock also take the form of a deposit accoimt it is in practice often difficult for the 
corporation to know whether it is using th» precise funds borrowed from the 
commercial bank for fiixed or working purposes. Checks for both piuposes are drawn 
against a common account. Only where separate accounts in different banks are kept 
for these funds, or where the fimds are procured and used at different times, is it pos- 
sible to know what specific use is made of the respective borrowings. 

'These laborers may be drawn from the ranks of the imemployed or from 
immigration. 
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There is no more reason to assume that the goods are exchanged 
but once than that the currency fimctions but once; both become 
constituent elements in the whole complicated industrial and finan- 
cial mechanism. This is not to argue, however, that a creation of 
bank currency through the processes which have been described and 
the utilization of it in employing labor which would not otherwise be 
employed always result in maintaining an equilibrimn between the 
quantity of monetary instruments and the volmne of trade. It is 
not at all improbable that the expansion of the monetary instru- 
ments may outnm the resulting increase in the volmne of trade. 
But it seems to be clear from the foregoing anal3^s that imder 
the conditions of modem business organization, with the gradual 
expansion of bank currency in the period between the Civil War 
and the present time, ''other things'' have not remained the same 
and that there is, moreover, a causal relationship between an ex- 
pansion of bank currency and an increase in the volume of trade. 
Bank currency has provided business with fimds which could 
otherwise have come only through savings; and if these mone- 
tary savings had been large enough to permit the rate of business 
expansion which has characterized the period in question, the fore- 
going of consimiption necessary thereto must have rendered unprof- 
itable much of the business expansion which in fact took place. 

b) Some results. — It has been suggested by individuals who are 
of mathematical inclination and disposed to view the economic 
organization in equilibrimn rather than in process that to argue 
that an increase in the quantity of credit currency increases capital 
is to argue that we can "beat the game" and raise ourselves by our 
boot straps. It should, however, be dear from the foregoing 
analysis of the process of capital formation imder a pecuniarily 
organized and specialized society that this expansion of bank credit 
merely makes it possible for labor to work more steadily throughout 
the year and more hours a day. It has enabled society to have a 
more rapid rate of capital formation than would otherwise be pos- 
sible, merely because it has decreased the necessity of restricting 
consmnption in order to release funds for new-capital formation. 

Is such capital formation, then, the result of sacrifice? The 
answer depends upon how sacrifice is defined. If it be assumed 
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that it is a sacrifice for labor to have steady employment throughout 
the year, then sacrifice is involved. K, on the other hand, it may 
be assmned that the laboring classes find life easier when there 
is full-time, steady work for everybody,* when consxmiption 
is high and some saving possible,' then capital formation effected 
through the process described above does not involve sacrifice, 
either individual or social. It is obvious enough that there is less 
social unhappiness in periods of full employment and good times 
than in periods of slack. It is obvioUs that there is less social 
distress, to use oiu: former illustration, when 75 per cent of our 
energy is devoted to the production of consxmiptive goods, 15 per 
cent to replacement, and 10 per cent to the creation of new capital 
than when 60 per cent is devoted to the creation of consumers' 
goods, 15 per cent to replacement, and 5 per cent to new-capital 
formation. 

Another significant aspect of the process relates to its effect 
upon immigration. This expansion of fimds available for the 
manifold uses of business has made it possible to draw vast numbers 
of immigrants to the United States to do therough work required; 
and it has substantially raised the standard of Uving of the immi- 
grants, while enabling our own laboring classes to find places in the 
higher and more skilled positions in industry. 

The results of this rapid expansioii of industry diuing the period 
in question have not, however, been altogether beneficial. On the 
one hand it has tended to accelerate the rate of exploitation of our 
natural resources. It has meant so rapid a growth of industry 
that it has carried with it much in the way of waste and much in 
the way of imcouth materialism. Again it has been instnunental 
in the enormous growth in the size of industrial establishments 
with all that this involves in the way of governmental control and 
regulation. It has also tended to increase the concentration of 
population in urban communities and thus to create some of our 
most baffling problems in commimity life. The stupendous increase 

* Recall that a lagging demand for the products of new capital does not mean 
merely shorter hours; it means permanent imemployment for many. 

* Note that scarcely any saving is possible for the masses when the demand for 
labor is slack. 
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of immigration which it occasioned has also tremendously com- 
plicated the problems of national development, racial assimilation, 
and cultural growth. 

Perhaps most significant of all, it has intensified the concentra- 
tion of ownership and the development of an aristocracy of wealth. 
The enormous expansion of capitdistic industry was profitable 
only so long as consumption continued high. The thnf tlessness of 
the masses of American people gave the impetus to an ever- 
expanding capitalistic production, while the commercial banking 
machinery provided the funds necessary for the development of 
new capital. While more thrift on the part of the masses would 
have tended to an equalization of ownership, it would have re- 
tarded the rate of capital formation as compared with the rate we 
have had under the impetus of high consumption and an expand- 
ing bank currency. This large consumption on the part of the 
masses has made it profitable for corporate industry continually to 
expand through the process of putting fimds directly back into the 
business; it has thus given us vast fortunes for the relatively few 
and little if any provision for old age for the many.' 

At the conclusion of this discussion of the relation of bank 
currency to capital formation I hope my position may be clearly 
understood. The argument merely is that the expansion of bank 
currency has played no mean rdle in furnishing the funds required 
for capital formation; and to the extent that it has thus functioned 
it has, by relieving the necessity of curtailing consumption in order 
to release funds, accelerated the rate of capital formation. It re- 
mains true, however, that, during the period in question, a large 
portion of the funds needed for business expansion came from indi- 
vidual curtailment of consimiption and investment of monetary 
"income. And to the extent that this was true there was a curtail- 
ment of demand and resulting retardation of the rate of capital 
formation. 

' The situation as regards the position of the masses must not be understood, 
however, to be hopelessly bad under the conditions which we have been portraying. 
It is something to enjoy a relatively high standard of living, even if no provision be 
made for old age; and, in fact, as we have already seen, there may be some provision 
for old age even under the conditions described. In any event Uie condition of the 
masses has been less insecure than it would have been in the absence of this expand- 
. ing bank currency and its elinunation of the necessity for relentless thrift. 
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c) The transitional era. — ^It is important to note here that we 
have been discussing the process of capital formation during a 
transitional era — during the period in which the use of the com- 
mercial banking machinery has been growing more imiversal and in 
which the banking frontier has been gradually disappearing. This 
transitional period is approaching an end, and we shall come to a 
time when it will be impossible further to decrease the ratio between 
cash reserves and loans and investments.* The organization of the 
Federal Reserve System, with its economizing of reserves, has 
extended somewhat the length of the transitional era;" and it is 
possible that it may be extended much farther in the future than 
now appears likely. But in any event we must sometime face the 
problem of capital formation imder conditions where an expanding ' 
banking currency will no longer provide the fimds without the! 
necessity of foregoing consumption. It would appear from the 
preceding analysis that in the very nature of things capital formation 
must, in the absence of some new motive force to production — 
that is, some force other than relatively short-nm profits — eventu- 
ally proceed at a substantially retarded rate. The processes of 
capital formation in the future, as m the past, will, however, be 
greatly influenced by the phenomena which characterize the 
business cycle. Accordingly, attention must now be given to a 
consideration of capital formation as it is conditioned by the 
business cycle. 

d) The business cycle and capital formation, — Periods of depres- 
sion are marked by large bank reserves, because loans are not 
renewed in consequence of the enormous reduction in consumptive 
demand and of unsettled conditions generally. There is thus a 
plethora. of loanable funds, and interest rates are low. It has 
already been pointed out that the development of widespread 
prosperity usually results from an expansion of consumptive de- 
mand which becomes cmnulative. Oiu: present problem, however, 
is to ascertain what governs the duration of the period of pros- 
perity and of rapid capital formation. 

' This whole discussion obviously raises some interesting speculations as to the 
relation of a steadily increasing volume of gold to capital formation. 

' Incidentally, it would be interesting to study the relationship of the expanding 
^ volume of bank currency during the war to the increased production of war supplies. 
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Attention has already been directed to the fact that in the period 
immediately preceding a crisis there is no evidence of a lagging 
consmnptive demand.* The causes of tension in the market are 
rather to be foimd on the productive side. The explanation of 
this apparent anomaly is to be foimd, at least in part, in the phe- 
nomenon of bank credit. 

Among the important causes of the rising costs which lead to 
crisis, Mitchell lists 

the accumulating tension of the investment and money markets It 

becomes difficult to negotiate new issues of securities except on onerous terms, 
and men of affairs complain of the scarcity of "capital.'' Nor does the supply 
of bank loans grow fast enough to keep up with the demand. For the supply is 
limited by the reserves which the bankers hold against their expanding demand 
liabilities.* 

Now whether we are concerned with "commercial" loans or with 
investments in securities it is to be noted that the crux of the 
problem lies largely with the reserves of the commercial banking 
system, for, as we have already foimd, invesGnent fimds are to a 
large extent derived from commercial bank expansion, either di- 
rectly by bank investments in securities or indirectly through 
collateral loans to imderwriters, margin speculators, etc.^ 

The large reserves which exist in times of depression are gradu- 
ally reduced by an expansion of loans during the period of prosper- 
ity. Many of the funds which are required for the expansion 
of business are thus derived from an expansion of credit.* It 
is to be noted here that we are speaking of the elasticity of the 
commercial banking system — of its ability to stretch to meet the 
demands of a period of business expansion. This is, moreover, not 
merely an elasticity to provide the fimds for exchanging goods 
already .produced; it is an elasticity which provides fimds for 
investment and productive uses as well as for exchange pxirposes. 

In the absence of this expansion of loans and investments, one 
or the other of two results must occur in a period of business expan- 

« See p. 863. « Business CycleSy pp. 573-74- 

* See Journal of Political Economy (June, 1918), pp. 644 ff. 
4 The ratio of reserves to deposits in the national banking S3rstem, e.g., was 
reduced between 1897 and 1907 from about 18 per cent to abo<it 13 per cent. 
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sion: First, we would have an early increase of interest rates to a 
point which would so reduce the profit margins as to deter further 
expansion; second, we would have to secure the liquid funds 
required for business expansion by pecuniary saving, which would 
carry with it a curtailment of consumptive demand. The latter 
alternative would, however, obviously also check expansion. Hence 
we may conclude that the expansion of bank credit during the 
period of prosperity alone permits consxmiption to continue high 
even up to the period of crisis; or, to put it in another way, it 
either prevents interest rates from rising to an onerous level much 
more quickly than would otherwise be the case or else prevents a 
decline in consimiption (in order to provide investment funds) from 
being a potent cause of business* crisis. To put it in still another 
way, and in accordance with ultimate results, the expansion of bank 
credit during the upward swing of the business cycle permits the 
formation of a large quantity of capital goods which could not 
otherwise profitably be created. 

It is of note, however, that during the prosperity periods of 
recent business cycles the degree of expansibility of bank credit 
has been dependent, not only upon the phenomena of the business 
cycle, but that it is in part due to the steadily improving credit 
organization of the United States since the Civil War. After 
our commercial banking machinery is fully developed, therefore, 
it is probable that the increasing costs in a period of expansion, 
due to the scarcity of "capital" and rising interest rates, will 
occur somewhat earlier than has been the case heretofore; or, 
to put it in another way, the duration of the period of expansion 
preceding a crisis will tend to be somewhat shorter, than it has 
been in former periods.* This may possibly mean, in turn, a less 
severe depression; and if this, perchance, should prove the case the 
smaller accumulation of reserve funds during the slack period would 
in its turn again shorten the period of expansion before the rising 
costs occasioned by the scarcity of loanable funds could interpose 
its check to further capital formation. In other words, after the 
credit system has attained its highest point of development it is 

* The duration of the period of expansion is of course a result of many factors, and 
the foregoing relates only to the influence of the conditions of the money market. 
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not improbable that the fluctuations of business will be somewhat 
less marked than they have been in the past. 

It will always be true, however, that in the ebb and flow of 
business we shall still find the possibility of periods of relatively 
rapid capital formation. That is to say, even after our credit 
mechanism has reached its full development an expanding bank 
currency during periods of business recovery will provide the fimds 
for new capital formation without a curtailment of consiunption 
and its retarding influence. In every period of depression bank 
reserves fill up, and in every period of business expansion there is a 
gradual depletion of bank reserves down to the minimum permitted 
by the exigencies of the credit machinery. 

But while, owing to the phendmenon of the business cycle, we 
will occasionally have periods of rapid capital formation in a highly 
developed credit organization we will also have periods of very 
slow capital formation. During the periods of depression the rate 
of capital formation is extremely slow, owing, as already indicated, 
mainly to the inadequacy of consumptive demand that follows the 
crisis. And taking the business cycle as a whole — the ebb as well 
as the flow — ^it would appear that the monetary and credit mechan- 
ism does about as much to retard as to accelerate the rate of capital 
formation. 

VI. RECAPITULATION 

It will perhaps serve to give definiteness to the purport of the 
extended and complicated analysis of the preceding pages if the 
conclusions reached are here gathered up and reduced to summary 
statement. The significant findings of the analysis appear to be 
as follows: ^ 

1. Capital formation 'xmder any form of industrial organiza- 
tion involves an apportionment of the productive energy of society 
between the creation of consumptive and of capital goods. 

2. Under primitive conditions this apportionment is largely 
effected by individuals through the simple and direct process of 
devoting those portions of the year which, because of climatic con- 
ditions, cannot be utilized in the production of consumptive goods 
in the creation of capital goods. Under these conditions there is 
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little deterrent — save shiftlessness — to a rapid increase of pro- 
ductive equipment. 

3. In a society where production is specialized and organized on 
a profit-making basis the process of capital formation is funda- 
mentally changed. Consimiption must be curtailed in order to 
release fimds required by entrepreneurs in the creation of new 
capital; and this curtailment of consumption tends to restrict 
the profitable use of the new capital and hence to retard the rate at 
which such capital will be created. 

4. The rate of capital formation in our present industrial society 
is not only a retarded one; it is also an uncertain one^ involving 
a delicate balancing of conflicting opinions and economic desires 
on the part of the individual imits who make up society. On the 
one hand, if the pecimiary savings of the people chance to be very 
small, not enough funds are released for the use of capitalists who 
wish to create new capital — and the high interest rates at the same 
time act as a deterrent to enterprise. This is ovejconsumption; 
and it tends to retard unduly the rate of capital formation. 
On the other hand, if pecimiary savings are very large and the 
fxmds for capitalistic enterprise abundant, the "relentless" saving, 
or overthrif t, that has been involved serves to check the demand for 
the products of expanding industry and thus again to retardunduly 
the creation of new capital. A happy mediimi in the matter of pecu- 
niary saving is therefore required — enough saving to furnish funds 
for increasing capital but not so much as to restrict unduly the de- 
mand for expanding industry. Now it goes without saying that 
neither the rationalistic reactions of a multitude of individuals in the 
matter of saving, nor the behavioristic psychology of the masses as 
conditioned by social and economic environment (whichever theory 
of individual motivation one may prefer)<^mll serve to furnish auto- j 
matically the precise amount of saving required in a pecuniarily \ 
organized society. It may be true, as the mechanistic economist 
would suggest, that both imdersaving and oversaving tend to be 
corrected in time, and that an equilibriiun is restored through the 
automatic working of economic forces. Possibly! But society 
meanwhile pays the costs. And in any event let it be remembered 
that this best rate of saving does not give us a maximum rate of 
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capital accumulation; it leaves us with a permanent, though 
variable, lag in the rate of expansion; and it prevents the continu- 
ous use of the full productive capacity of society. 

5. Even if peomiary savings were effected at the precise rate 
required by the intricate industrial organization of today it would 
still leave imsolved the problem of making individual provision for 
old age. The aggregate of individual spending must be kept in 
accordance with the requirements of the rate at which capital can 
profitably expand. K everybody attempts to make adequate pro- 
vision for old age through saving and investment there is certain 
to follow in good time a curtailment of production that results in 
unemployment and part-time work, and this not only prevents the 
masses from making adequate provision for the future, but leads 
as well to reduced consumption and often to real privation. It is 
only where the many do not attempt to make adequate provision 
for old age that the few can amass investments sufficient to insure 
themselves against the vicissitudes of existence. It would be 
possible for all to make adequate savings for old age only where 
savings were equalized among people and the aggregate made to 
equal the precise amount required. And even then let it be re- 
emphasized that the rate of capital acamiulation would not be such 
as to give us a full utilization of our productive capacity. 

6. The process of capital formation xmder modem conditions 
appears certain to lead to ill-balanced social development. Those 
who bear the bnmt of a failure, either of consumptive demand to 
expand rapidly enough to warrant new capital formation, or of 
pecuniary savings to be large enough to provide the funds required 
for new capital formation, are. the laboring classes. Business 
profits are of course affected, often seriously, but the owners of 
capital are usually enough above the margin of subsistence to 
prevent privation; inactive business means for them merely lowered 
standards of living or a retarded rate of saving. But for the masses 
a laLgging industrial demand means imemployment, low wages, and 
perpetually low standards of living, save during the periods of 
temporary prosperity that feature the upward swing of the business 
cycle. Witness in this connection the industrial history of modem 
England in the last few generations. 
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7. The rate of capital formation in the United States has been 
somewhat accelerated by the expansion of bank currency that 
attended the imiversaKzing and perfecting of our commercial 
banking machinery. This development will cease, or at least 
rapidly taper off, in the hot distant future. 

8. Finally, we may conclude that the organization of business 
enterprise on a profit-making basis does not promote an efficient 
apportioning of the productive energy of society between long-nm 
and short-nm social requirements. It is essentially visionless so 
far as the larger national welfare is concerned. 

It would seem that it is particularly opportxme at this time, 
when we are about to grapple with the great problems of industrial 
and social reconstruction which lie before us, that we seek to devise 
some new machinery for apportioning the productive energy of 
society between the creation of consimiption goods and capital 
goods. Some means must be developed for maintaining the level 
of production that has been attained imder the impetus of war 
requirements. If a practicable constructive policy can be formu- 
lated for securing the rapid restoration of the capital that has 
been destroyed by the war and for its extension to meet the needs 
of future years, and if the opportimity can be provided for every- 
body to make full utilization of his productive power, we may 
anticipate not only an early recuperation from the economic dev- 
astation of war but also the development of higher standards of 
living and more widely diffused prosperity for all classes than 
obtained in the era before the war. If, on the other hand, economic 
recuperation is merely left to the operation of the ''simple and 
obvious principles of natural liberty," we may confidently look 
forward to an indefinite period of imcertain and halting economic 
development — ^with its complement of political unrest and social 
disorder. 

H. G. MOULTON 

University op Chicago 
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COMPULSORY ARBITRATION IN GREAT BRITAIN 
DURING THE WAR 

I. INTRODUCTION 

At the outbreak of war in 1914 Great Britain faced the problem 
of securing the maxiTDUTn of production with the least possible inter- 
ruption. The increase in the cost of living, with the consequent 
movement for higher wages, caused several strikes in important 
industries prior to the outbreak of war. It was necessary for the 
government to bring labor and capital together on a common foot- 
ing and to work out a plan whereby labor disputes would be settled 
before they became serious and menacing. England's solution of 
this problem was to supplement the voluntary co-operation of labor, 
capital, and the government by emergency legislation. 

In August, 1914, one month after the beginning of war, an 
industrial truce was declared as a result of a special conference 
called by the Joint Board of the Trades-Union Congress, the Gen- 
eral Federation of Trade Unions, and the Labor Party. This 
truce provided for an immediate effort to terminate all existing 
trade disputes and the discouragement of strikes and lockouts dur- 
ing the war period. As a result strikes were terminated, demands 
submitted to arbitration, and trade-imion movements halted. 
Labor surrendered many attempts to increase and strengthen its 
position in industry. But this truce fell down, as is shown by the 
occurrence of important strikes, because of the "profiteering" of 
employers and the rise in the price of food. In March, 1915, the 
government took' the next step in its program of seciuring industrial 
peace by voluntary co-operation with labor. This attempt, which 
was of a more formal nature, resulted in the Treasury Agreement. 
The important feature of this agreement was that "during the war 
period there should in no case be any stoppage of work upon muni- 
tions or other war work." Disputes were to be settled by volim- 
tary arbitration and negotiation, and no binding effects were given 
to the agreement. 

At this time there already existed a group of regulations known 
as the Defence of the Realm Act. Under this law severe penalties 

882 
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were provided for persons "suspected of acting .... in a manner 
prejudicial to the pubKc safety or the defence of the reahn." It 
applied to stoppages of work only as regards those who illegally 
incited workmen to strike. Because of the nature of the offenses 
within this act, its powers were brought into play only in extreme 
cases. 

Strikes and lockouts were actually made illegal by the Mimitions 
of War Act of July 2, 191 5. The principal objects of this Act were 
the prevention of disputes, the abolition of trade-imion regulations, 
and the limitation of profits. Section 2 of the Act provided that 
"an employer shall not declare, cause, or take part in a lock-out, 
and a person employed shall not take part in a strike, in connection 
with any difference .... unless the difference has been reported 
to the Board of Trade, and twenty-one days have elapsed since 
the date of the report, and the difference has not during that time 
been referred by the Board of Trade for settlement in accordance 

with this Act If any person acts in contravention of this 

section, he shall be guilty of an offense under this Act." Section 7 
provided that no workman could leave his employment without 
having secured a "leaving certificate'' from his employer, under 
penalty of six weeks' unemployment. A workman was subject to 
a fine of £5 for each day on strike, and an employer was subject 
to a fine of £5 for each man locked out. The Act has been twice 
amended, first in January, 1916, and again in August, 1917. In 
general these amendments gave the workmen more freedom of 
movement, especially as regards the issuance of leaving certificates, 
and increased the extension of awards imder the Act. On Octo- 
ber 15, 191 7, by proclamation, the Minister of Mimitions, Winston 
Churchill, acting imde^ powers granted him by the second amend- 
ment of the Act, 191 7, repealed the section providing for leaving 
certificates and gave the workmen the right to leave their employ- 
ment for other mimitions. work. 

n. MOVEMENT OF STRIKES: I914 TO 1918 

The chart on page 884 shows the labor situation in Great 
Britain with reference to the occurrence and extent of strikes just 
prior to and during the war period. The figures upon which curves 
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ab and cd are based have been secured from the files of the Board 
of Trade Labour GazeUe (now known as the Labour Gazette), the 
offidal government labor publication in the United Kingdom. 
From August, 1914, to March, 1918, inclusive, there were 2,504 
strikes reported, in which 1,740,923 men were involved and which 
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caused a total loss of 13,299,971 working days. Curve ab of the 
chart shows the movement of these 2,504 strikes. Curve cd shows 
the movement of about 100 selected strikes, comprising the most 
important ones, during the same period. It may be noted that 
there is no general movement of strikes either upward or down- 
ward, but that thfe large nimiber of working days lost is due to 
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spontaneous outbursts on the part of workers in large and important 
industries. It is important to note that in practically every case 
of a strike or group of strikes which results in the formation of a 
peak on the chart the stoppage of work occurred in an establish- 
ment covered by the Mimitions Act, either as a "controlled estab- 
lishment" or otherwise, and therefore represents a violation of the 
law. The only indication of a strike "movement'' may be said to 
have occurred during the last few months covered by the chart, 
beginning about September, 1917. On an average nearly 80,000 
men were involved in strikes in each of the succeeding months. 
Table II sets out in detail the selected strikes covered by curve cd. 

The immediate results of the industrial truce are seen by the 
direction of the curve during the first months covered by the 
chart. The number of working days lost through strikes dropped 
from nearly three million in April, 1914, to a half-million in August, 
1914. It is evident that the patriotism and loyalty of the workers 
who were on strike at the beginning of the war played a large part 
in the immediate resumption of work in important industries. 
During the last five months of 1914 there were only 5 per cent as 
many workmen engage^ in strikes as there were in the first seven 
months of the year. 

The rise in the curve for 191 5 shows the results of the increased 
cost of living, not followed by an increase of wages, causing a great 
deal of unrest. There was likewise a general feeling among the 
workers of the coimtry that they were not receiving a proper share 
of the large ptofits flowing to their employers. Under these cir- 
cumstances the Treasury Agreement, referred to above, was drawn 
up in March of that year. This agreement was entered into by the 
individuals and not by the British labor movement. Practically* 
all of the important imions, with the exception of the miners*, took 
part in it. The government also entered into individual agreements 
with certain unions about this time, such as the Munitions Output 
Compact with the Engineers and the Shells and Fuses Agreement, 
to induce labor to relax its trade-imion practices. But these agree- 
ments proved to be merely the forenumers of the Munitions of 
War Act. The Act went into effect on July 2. Just previous to 
this the coal miners of South Wales had presented their demands 
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for higher wages to the operators with the strike alternative. 
Despite the proclamation under the Act bringing the coal miners 
within its provisions, 260,000 miners laid down their tools and 
remained on strike for a total of nine days in two periods. The 
strike was settled only by the act of Lloyd George in going to the 
scene of the disturbance and conceding the demands of the men. 
Since no one was to be penalized for the part taken in the strike it 
was recognized that the Mimitions Act had failed to contribute to 
the result. The cost of this strike has been estimated at £1 ,500,000. 

It is noticeable that after the passage of the Act, although 
strikes did occur, on the whole they were of much less duration 
than those previous to its passage. But this fact did not result in 
any lowering volimie of strike losses. From July, 191 5, to March, 
1918, 1,871 strikes were reported, involving directly and indirectly 
1,524,930 workmen, causing a loss of 11,316,700 working days. 
The latter period, which is covered by the Act, represents 75 per 
cent of the total war period, although 85 per cent of the total time 
lost through strikes during the war occurred at this time. 

WTth the settlement of the coal dispute the curve makes a sharp 
descent and retiuns to its former position. During the remainder 
of 1915 and the early part of 1916 industry was comparatively 
quiet, with an average of approximately 100,000 working days lost 
per month. In 1916 there wias not much deviation in the direction 
of the curve, the highest point being reached in the month of April. 
There was a decline in the nimiber of strikes, the nimiber of work 
people involved, and in the total time lost through strikes. Some 
imeasiness on the part of the men occurred during the year, owing 
to the opposition to the Mimitions Act and to the introduction of 
military compulsion. 

On January 27, 1916, the Act was amended, with the object of 
securing the workman against a neglect on the part of the employer 
to issue a certificate and against the possibility of not being em- 
ployed because he had not come under the section at all. Provi- 
sion was also made for notice to workmen before dismissal. These 
changes, however, did not wholly do away with the opposition of 
labor to this portion of the law. Deportations of strike leaders in 
April accoxmted for an increase in the number of days lost; a very 
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large strike occurred also in the textile industry of Dundee for an 
increase of wages. It was noticeable toward the end of the year 
that the number of disputes was becoming fewer and agreements 
were reached more quickly than had formerly been the case, but 
disputes were far from disappearing. 

The first few months of 191 7 continued to maintain this state 
of comparative peace and quiet in industry. Beginning in May, 
however, a period of widespread unrest set in, which extended 
throughout the rest of the year and into 1918. For the entire year 
there was an increase of 18 per cent in the number of strikes re- 
ported, while the nimiber of working days lost increased by nearly 
120 per cent over 1916. The series of strikes in May spread to 
all of the important engineering industries of the Kingdom. Before 
these strikes were settled a total of 160,000 men became idle and 
the time lost amoimted to nearly one and one-half million working 
days. The next high point was reached in November, when 2,600 
colliery examiners of South Wales and Monmouthshire struck over 
the question of recognition of the imion, rendering 127,700 other 
workers idle. The men succeeded in gaining their point. 

A very important modification of the Munitions of War Act 
also took place during the same year. By a new act, dated Au- 
gust 21, 191 7, the Minister of Mimitions, among other things, was 
given power to repeal the leaving-certificate provision of the 
original act (sec. 7) when he was satisfied that it could be repealed 
consistently with the interests of the nation. He was also empow- 
ered to extend awards applying to the majority of a trade to the 
minority. This had been promised to the trade-union officials six 
months before. No workman employed on or in connection with 
munitions work could be discharged on the groimd that he had 
joined or was a member of a trade-imion or that he had taken part 
in a strike. As a result of the industrial unrest which was preva- 
lent earlier in the year the government set up eight commissions 
to inquire into the matter. These reports pointed out that the 
labor question was not being treated in the most efficient manner. 
Numerous examples were mentioned of the unnecessary application 
of the very stringent Defence of the Realm Act. The operation 
of the Mimitions of War Acts, and especially the leaving-certificate 
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feature, had resulted in the increasing antagonsim of labor toward 
the government labor administration. Delay in settling disputes, 
the high cost of living, profiteering, employers' spy systems, 
allegations of rate-cutting, withdrawal of the trade-card scheme, 
and the introduction of dilution on private work were shown to be 
responsible for most of the important strikes of the year. During 
the early months of 1918 the cxirve shows a tendency to maintain 
a comparatively high position. The important disputes which were 
reported occurred in the coal-mining, engineering, and shipbuilding 
trades. 

Thus in the thirty-three months that the Munitions Acts have 
been in existence we have reports which show that over 1,500,000 
workmen have violated these acts by participating in strikes. If 
these workmen were to be fined according to the provisions of the 
law the total amoxmt of their fines would be over 55,000,000 pounds 
sterling. Table I shows how the 2,504 strikes which have occurred 
during the war are divided according to industries and trades. 

in. MOVEMENT OF THE MOST IMPORTANT STRIKES 

Table II consists of about one hxmdred selected strikes which 
have occurred during the period covered by the chart. These 
strikes are the most important ones which have occurred during 
that time. Not every month is represented on the table and in 
some months the strikes are more rigidly selected than in others. 
Their movement is shown by the dotted line cd. It should be 
noted that there is a marked similarity in the direction of the two 
curves. It is likewise noteworthy that for the most part the few 
important strikes which occurred each month represent practically 
the entire time lost by all the strikes during the same month. Thus 
we can say, generally, that the industrial unrest for the immediate 
pre-war period and for the war period is the result of a few impor- 
tant strikes, which were of sufficient extent and duration to cause 
a large amount of lost time in the particular industries affected. 

In Table II there are 80 selected strikes which took place after 
the passage of the Munitions Act, 1915. These strikes, therefore, 
may be said to tell, with comparative accuracy, how the Act 
actually worked out in practice. In these 80 strikes 989,401 men 
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took part and an aggregate loss of 8,351,190 working dajrs resulted. 
During this period 1,841 strikes were reported; but the 80 large 
strikes, though only little more than 4 per cent of the total, involved 
about 65 per cent of the total number of men who took part in 
strikes and accoimt for neariy 74 per cent of the total number of 
working dajrs lost in all the strikes since the Act went into effect. 
About three-fourths of all the strikes reported were over questions 
of wages. 

Most of the strikes for increased wages were settled by granting 
the increases demanded. In many cases of strikes for other objec- 
tives the men's demands were conceded. In only a relatively small 
number of instances did the men lose outright. The larger strikes 
were in the main settled by the personal intervention of some 
governmental officii, who was able to deal with the strikers by 
proceeding to the scene of the disturbance and bringing the differ- 
ent parties together. A very frequent agency used was a plea on 
the basis of the coimtry's war needs, and in many cases this was 
the sole reason for the settlement of the strike. By considering a 
few of the very important strikes it is possible to ascertain just how 
many of the strikes were actually dealt with by the government. 

The wages agreement between the South Wales coal miners and 
owners expired about July i, 1915. Dissatisfaction among the men 
had been growing for some time owing to reports that the operators 
were making enormous profits out of the war. The men asked that 
a new agreement be made at the expiration of the old one, but the 
owners refused to do so during the war and negotiations between 
the parties were broken off. The immediate question arose over 
the establishment of a new standard of wages. The standard which 
was being used at that time had been fixed in 1877 and 1879, when 
prices were low. The miners asked that the standard be raised by 
50 per cent. They also demanded that they be allowed a minimum 
which was to be 10 per cent above the new standard, and in addition 
an actual and immediate raise in wages of 5 per cent. They desired 
a three years' agreement. The Board of Trade attempted to settle 
the differences in conference with the owners and the South Wales 
Miners' Federation. The men delivered the strike ultimattmi. In 
order to keep the men at work while negotiations were being carried 
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on partial concessions were granted by the owners and the men 
were hired on day-to-day contracts. The coal owners replied to 
the men's demands for an advance of 20 per cent on actual earnings 
by an oflfer of 10 per cent. On July 13, 1915, Rimdman, president 
of the Board of Trade, annoimced in the House of Commons that 
the government had decided to apply by proclamation the Muni- 
tions of War Act for settlement. This proclamation failed to have 
any eflfect, and a card vote was taken as to the time for beginning 
the strike. This resulted in a decision to stop work, by 88,950 
votes to 47,450. Lloyd George then went to Cardiff, along with 
Rimdman and Arthur Henderson. Lloyd George was successful 
in inducing the strikers to give way, but only after conceding to 
them substantially their own terms. The agreement was to con- 
tinue for six months after the war and thereafter was to be subject 
to three months' notice from either party before its termination. 
Despite the proclamation the penalties provided by the Act for 
striking were not to be imposed. 

The reports of prosecutions imder the Act are very vague and 
incomplete. The official Command Papers, the columns of the 
Manchester Guardian and London Times, and the Labour Gazette 
have not sufficed to produce the material for an analysis of this 
featiure of the Act. The charges were made that reports of all the 
violations and prosecutions were not given out to the public. Li 
November, 1915, the New Statesman declared that every day in the 
week from sixty to seventy cases were heard by the courts and that 
the legal chairmen were not giving the men an opportunity to pro- 
tect themselves. Li October three shipwrights were imprisoned, 
and 97,000 organized workmen threatened to cripple all the fac- 
tories on the Clyde if the men were not released, as a result of which 
the Ministry of Mxmitions was forced to release the men. Lord 
Balfour, in a report on the grievances of the Clyde Munition 
Workers in 191 5, expressly recommended the abolition of all lia- 
bility to imprisonment imder the Mxmitions Act. 

The engineering disturbances of March and April, 1916, brought 
to light a new movement among the workers, which may be termed 
the "shop steward" movement. At that time it was officially 
reported that strikes had been brought about at different times by 
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a self-appointed body known as the Clyde Workers' Committee. 
it seems that this body had decided to hold up the production of 
the most important munitions in the Clyde district, with the 
object of compelling the government to repeal the Military Service 
Act and the Mimitions Act and to withdraw all limitations upon 
increases of wages and strikes. A series of strikes occurred about 
this time which indicated that a sjrstematic plan was imder way 
by which a certain number of very vital workers in different plants 
would be withdrawn at the same instant. The grievance usually 
presented was a demand for the free movement of a workman 
throughout the shop for the purpose of investigating what was 
being done with imskilled workers in different parts of the works. 
The situation grew so serious that the Mimitions Ministry felt it 
necessary to take action under section 14 of the Defence of the 
Realm Act and requested the military authorities to remove six of 
the ringleaders. This was done. The movement of which these 
men were the leaders was repudiated by the officials of the trade- 
unions. The action of the government in having the men deported, 
although it gave rise to protest and in some cases greatly extended 
the number of men on strike, was rather successful in leading to a 
termination of the disputes. The Amalgamated Society of Engi- 
neers refused to protest against the deportations. Later, three 
more men were deported, and 30 of the strikers were fined £5 each 
at Glasgow. Sheriff Fyfe held that the men must return to work 
pending a settlement. 

Besides the fact that the number of disputes became smaller 
during 1916, as we have already seen, agreements to settle them 
were reached more qxiickly than had formerly been the case. In 
the middle of November a serious wage dispute again arose in 
South Wales, and the new method adopted by the government to 
meet such difficulties was to make a regulation imder the Defence 
of the Realm Act under which, whenever the Board of Trade were 
of the opinion that it was necessary for securing the public safety 
and the defense of the realm, they should have the power to take 
over any coal mine in[an area in which the regulations applied. On 
December i, 1916, this regulation was applied to the South Wales 
coal field. The men were*greatly displeased with the action of the 
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government in invoking the Defence Act in order to bring the dis- 
pute to an end. The Coajowners' Association likewise protested 
against the action of the government. Soon after government con- 
trol went into effect the Board of Trade granted a wage increase 
of 10 per cent, dating from December i, 1916. 

In Jime 5,500 engineers and allied tradesmen went on strike at 
Barrow because of the alleged introduction of diluted labor on 
skilled men's work. It was explained to the men that their strike 
was a violation of the Treasury Agreement between their xmions 
and the government and also a breach of the Mimitions Act. The 
strike was repudiated by the Executive Coimcil of the Amalgamated 
Society of Engineers. A notice was then published giving the men 
. forty-eight hours in which to return to work, with an intimation 
that, failing to do so, proceedings would be taken imder the Defence 
of the Realm Act against those who had instigated the strike and 
imder the Mimitions of War Act against those who had taken part 
in it. All picketing was prevented and all public houses were 
closed. The threat of the government was successful in ending the 
strike. The same method was brought into use in the case of the 
strike of the Mersey boiler-makers in December, with the same 
results. 

Early in 1916 the Ministry of Munitions published a report on 
prosecutions imder the Munitions Act. Up to the end of the first 
week of February 555 munition workers had been convicted for 
striking by the tribimals established imder the Act, and the average 
of the fines imposed had worked out at a little imder 30^. for each 
man convicted. Seventy-one employers had been convicted for 
enticing workers away from their employment, and were fined on 
an average over £5 each, exclusive of costs. Before the local tri- 
bimals the greater ntunber of cases were applications by workmen 
for leaving certificates. There were 5,658 of these applications, of 
which 1,447 were granted and 2,510 refused, while 1,472 were with- 
drawn or dismissed. In 229 cases the court decided that no cer- 
tificate was required. There were altogether 4,054 convictions for 
breaches of workshop rules, for which fines to the amoimt of 
£3,292 155. were imposed. According to this report, about one- 
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fifth of I per cent of the men taking part in strikes were actually 
prosecuted under the Act. 

Several of the strikes which occurred during 191 7 are indicative 
of the general lack of faith among the men as to the practicability 
of government arbitration in settling grievances with dispatch. 
In some cases the men alleged that the time allowance for the work 
done imder the premium bonus system had been cut and that 
employers were entirely disregarding the arrangement. Disputes 
on this point had been occurring for many months, and the object 
of the men in striking, they said, was to bring the whole question 
to the notice 'of the government. In a strike upon this point in 
March, at Barrow, certain shop stewards acted upon their own 
initiative, without the sanction or knowledge of the recognized 
trade-unions. The government posted notices calling attention to 
the gravity of the strike and to the Defence Act, and annoimcing 
that it proposed to take action imder it after twenty-four hours 
imless work was resumed. Despite the advices of the leaders the 
men had voted to remain on strike, but after the threat of the 
government they returned to work. The grievances were to be 
settled later by local conference. 

The disturbances of May, 191 7, which practically crippled the 
entire engineering industry of Great Britain, produced a very 
serious situation in the supply of war materials. The immediate 
causes of the stoppages in different locaUties varied somewhat, but 
the general spirit of imrest had been prevalent for some time. The 
walkout followed upon the action of the government in withdrawing 
the trade-card scheme and introducing dilution in private engineer- 
ing work. The government felt that such measures were necessary 
for an increase in production and promised the men that it was only 
a temporary solution. In general the strikes represented a niove- 
ment of the rank and file; the officials of the trade-unions had 
nothing to do with it. In connection with these strikes an employer 
of Rochdale was summoned before the Mxmitions Tribimal at that 
place for two breaches of the Munitions Act, which were alleged 
to have been responsible for the stoppage in that district. The 
employer was fined, the charge being that he had failed to give 
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due notice to the men of a change of working conditions which it 
was desired to introduce. Leading government ofl&cials went to the 
diflferent engineering centers to attempt to settle the differences. 
Notices were issued by the government that the Defence Act would 
be used to settle the strike if necessary. The press declared that 
the strike was as much a protest against the executive authority 
of the trade-imions as a protest against any action of the govern- 
ment. The Amalgamated Society of Engineers annoimced that 
they had not authorized any cessation of work. The Manchester 
Guardian deplored the imwisdom of the government policy of with- 
holding information from the public and prohibiting discussion in 
the press of a free arid salutary, public opinion. While the men in 
some districts balloted to return to work, others joined the strike 
movement, thus increasing the gravity of the situation. In the 
London region seven strike leaders were arrested under the Defence 
Act, charged with promoting strikes and attempting to impede 
production and transportation of war material. These men were 
probably members of the Shop Stewards' Committee. The strike 
was finally brought to an end by the intervention of the Prime 
Minister. The arrested men were released on their own recogni- 
zance and no further arrests were made. The unofficial leaders of 
the strike were to leave further jiegotiations with the government 
regarding existing differences to the trade-xmion officials. These 
results were accomplished at a conference at the Ministry of Muni- 
tions between the representatives of the Shop Stewards' Committee 
and the Amalgamated Society of Engineers. After the settlement 
there were some minor prosecutions on account of the strike, for 
the most part of shop stewards, but in practically every case the 
prosecutor asked to have the charges withdrawn after the return 
to work. 

Other disputes of the year which threatened to become very 
serious were those of the Locomotive Engineers and Firemen in 
August and the South Wales miners in November. Li the former 
case the Board of Trade averted a strike by making certain promises 
to the railway men, and in the latter case the demands of the men 
for recognition of the union were conceded. About the same time 
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there occurred a " down-tools'' ballot in SoUth Wales on the "comb- 
out" for military service. The South Wales Miners' Conference 
had broken away from the agreement approved by the Miners' 
Federation of Great Britain. It was decided, however, to resume 
work forthwith "rather than imperil our nation in these days of 
stress and diflSculty," and to negotiate while at work. 

The important event of the early months of 19 18 was the fric- 
tion which developed between the government and the Amalga- 
mated Society of Engineers over the government's man-power 
scheme. Henderson declared in February that the industrial situa- 
tion was graver than at any time during the war and that "the 
imyielding attitude of the Government is bringing the coimtry on 
the verge of industrial revolution." A conference of "national 
representatives" from the engineering workshops was held in 
Manchester and decided that a strike should be declared on April 6 
as a protest against the government's policy, but this action was 
later rescinded. 

IV. CONCLUSION 

On the basis of this information it is possible to come to some 
conclusion regarding the efficacy and desirability of introducing 
antistrike legislation as a means of estabUshing industrial peace 
during the war. Great Britain established two methods of dealing 
with strikes: the Defence of the Realm Act and the Munitions of 
War Acts of 1915, 1916, and 1917; the one of a criminal nature, 
the other providing for compulsory arbitration. The information 
available is not complete enough to show the exact number of cases 
in which the law was invoked to bring about a settlement or when 
it was successful in achieving this result. It is a fact, however, that 
strikes have increased proportionately since the passage of the 
Munitions of War Acts. It has already been stated that, although 
the time during which the Acts have operated is only 75 per cent 
of the total war period, 85 per cent of the total time lost by strikes 
throughout the war has occurred in this period. Less than one 
himdred of the most important strikes, practically all of which were 
in violation of the law, in which nearly one million men took part, 
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caused an aggregate loss of over 8,000,000 working days. The 
industries showing the greatest loss due to strikes are among the 
most vital war industries. The attitude of the government toward 
one of the strongest compulsory features is evidenced by the repeal 
of the leaving-certificate provision in October, 191 7. Leading labor 
men of the Kingdom have expressed their dissatisfaction with the 
principle of compulsion during the war. Further developments 
have yet to show us which policy wiU ultimately prevail in Great 
Britain. 

Milton Moses 

UNivEasiTY OP Wisconsin 
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CERTH'ICATES OF INDEBTEDNESS IN OUR WAR 
FINANCING 

A notable feature of the present war financing of the United States 
has been the large part played by negotiable short-term debt obUgations 
under the designation of "certificates of indebtedness." In outright 
volume the gross amount of such certificates thus far issued Qime i, 
1918) has been greater than the principal sum of any two of the Liberty 
Loans and will soon exceed all three combined. Emitted in short 
maturities, the actual amount of certificates at any time outstanding — 
now authorized to a maximum of $8,000,000,000 — ^has with a single brief 
exception Quly 30-August 9, 191 7) been considerable since our first 
entry into the war, and since August, 191 7, has never been less, at the 
close of any month, than $1,250,000,000, rising as high as $3,936,339,500 
(April 30, 1918), with an amount actually outstanding on May 31, 1918, 
of $2,575,967,000.' The Treasury has made habitual use of such cer- 
tificates to anticipate the yield of war loans and war taxes for national 
defense and Allies' credits and has prepared for continued reliance upon 
the same expedient. Finally, the certificates have been deemed capable 
of exerting important influence upon the money market and upon the 
price level, and the efforts of the Treasury, in harmony with the Federal 
Reserve Board, have been expended in guiding and shaping this influence 
to the general good. In another place* I have sought to analyze the 
direct fiscal results of the Treasiuy's policy in this connection as well as 
to trace its collateral effects upon the business world and upon social 
well-being. In the present connection it is proposed only to describe 
its external features. 

From the preparatory measures taken before the actual declaration 
of hostilities up to the present time ot writing the United States has 

'Monthly "Financial Statement of the United States Government," formerly 
issued as "Statement of the Public Debt" (^Division of Bookkeeping and Warrants, 
Treasury Department). No statements were issued for July, August, September, and 
October, 191 7, and for these months the nominal aggregates of the outstanding issues 
have here been used. 

* War Borrowing: A Study of Treasury Certificates of Indebtedness of the United 
States, In press. 
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emitted twenty-three formal issues of certificates of indebtedness, as 
shown in Table I. 

TABLE I 



Scries* 



Date of Issue 



Interest Rate 



Date of Maturity 



Nominal Amount 



Mar. 

April 

May 

May 

June 

Aug. 

Aug. 

Sept. 

Sept. 

Oct. 

Oct. 

Nov. 

Jan. 

Jan. 

Feb. 

Feb. 

Feb. 

Mar. 

Mar. 

April 

April 

April 

May 



31, I9I7 


2 


25, I9I7 


3 


10, I9I7 


3, 


25, I9I7 


3i 


8, 1917 


3 
3J 


9, 1917 


28, 191 7 


3 


17, 1917 


3 


26, 1917 




18, 1917 




24, 191 7 




30, 1917 




2, 1918 




22, 1918 




8, 1918 




IS, 1918 


A 


27, 1918 


4} 


15, 1918 




20, 1918 


4^ ' 


10, 1918 


4; 


IS, 1918 




22, 1918 


4j 


15, 1918 





June 29, 191 7 
June 30, 191 7 
July 17, 191 7 
July 30, 191 7 
July 30, 191 7 
Nov. IS, 1917 
Nov. 30, 191 7 
Dec. IS, 1917 
Dec. IS, 1917 
Nov. 22, 191 7 
Dec. IS, 1917 
June 2S, 1918 
June 2S, 1918 
April 22, 1918 
May 9, 1918 
June 2S, 1918 
May 28, 19 18 
June 2S, 1918 
June 18, 1918 
July 9, 1918 
June 2S, 191 8 
July 18, 1918 
June 2S, 1918 



$ so»ooo,ooo 
268,20s ,000 
200,000,000 
200,000,000 
200,000,000 
300,000,000 

2S0,000,000 

300,000,000 
400,000,000 
38s,i97,ooo 
68s,296,ooo 
691,872,000 
49i,822,soo 
400,000,000 
Soo,ooo,ooo 

74,100,000 
Soo,ooo,ooo 
110,962,000 
543,032,Soo 
SSi,226,soo 

71,880,000 
Si7,826,soo 
183,767,000 



*The bracketed numerals are used merely to distinguish the issues in the present study. As a 
matter of fact "only a few of the issues had serial letters and numbers printed on the certi&aites, the 
other issues being without any serial designation." The issues in antiaixUion of the Fourth Liberty 
Loan have been conveniently designated as Series IV and the successive issues distinguished by serial 
letters. 

In fiscal purpose the twenty-three series may be arranged in five 
groups, as shown m Table II. 

TABLE n 



Series 



In Anticipation of 



Nominal Amount 



(A) [I 

(B) [2 

(C) [61 

(D)[i2l[i3l[i6l[i8l[2il[23l. 

(E) [14I [isl [i7l [19] [20I [22] 



l3l [4] [5I. 
[7l[8l[9][iol[iil. 



191 7 income tax . 
First Liberty Loan 
Second Liberty Loan 

191 8 income and excess, 
profits taxes 

Third Liberty Loan 



I So»09o»«» 

868,26S)000 

2,32o,493iOOO 

i,624^03,soo 
3,oi2,o8s,50o 



There have thus been emitted, in conjunction with our war financing, 
twenty-three issues of certificates of indebtedness to an aggregate amount 
of $7,875,187,000. Of these the initial issue was nominally in anticipa- 
tion of the proceeds of the 1917 income tax and six subsequent issues 
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were in anticipation of the proceeds of the 1918 income and excess-profits 
taxes, the latter group, however, partaking of important characteristics 
of the loan-anticipation issues. The remaining sixteen issues, of an 
aggregate amoimt of $6,200,783,500, were emitted in anticipation, suc- 
cessively, of the proceeds of the First, Second, and Third Liberty Loans. 
Such anticipatory borrowings have formed a large proportion of the 
nominal amounts of the Liberty Loans. The ratio of the nominal vol- 
ume of certificates outstanding at the date upon which the first instal- 
ment on account of the loan was payable, to the amount of the loan 
has been approximately as shown in Table III. 







TABLE m 






Liberty Loan 


Date of First 
Instalment 


Amount o£ Loan 


Certi6cates 
OutsUnding 


RaUo of Certifi. 
catestoLoan 


First 


June 28, 191 7 
Nov. 15, 191 7 
May 4,1918 


$2,000,000,000 
3,808,766,150 
4,170,019,650 


$ 868,205,000 
2,320493,000 
2,612,085,500 


60.9 
62.6 


Second 

Third. 



In other words the Liberty Loans have been to an increasing extent 
required to discharge short-term indebtedness contracted, in anticipa- 
tion of the flotation, by certificate borrowing. 

The certificates have been taken and held in the main by the finan- 
cial institutions of the coimtry — national banks, state banks, and trust 
companies. The Federal Reserve banks, with whom was placed the 
entire ante-bellum issue of March 31, 1917, subsequently withdrew 
from the r61e of direct investors and confined themselves to the fimc- 
tions of distribution and remittance, with only such temporary invest- 
ment service as was made necessary by administrative convenience, by 
the insuflftciency of the banks' subscriptions, and by the desirability 
of aiding wider distribution of certificates among the banks. 

Of the certificates acquired by the banks much the largest quota has 
been for their own account, only a minor part being apparently taken 
in behalf of customers. This applies to the loan-anticipation certificates; 
with respect to the tax-anticipation issues the conditions have probably 
been somewhat different. No precise tabulations are available as to the 
several amounts of the loan-anticipation certificates taken and held by 
investors. It is possible, however, to form some opinion as to this from 
the condition of the national banks on the several "call" dates; from 
the condition of "member banks in leading cities" reporting weekly after 
December 7, 191 7, to the Federal Reserve Board; and from the condi- 
tion of member banks other than national banks on December 31, 1917, 
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reported to the Federal Reserve Board. A somewhat involved and 
necessarily free computation made by the present writer from such data, 
elsewhere set forth in detail,' leads to the highly tentative conclusions 
that of the certificate issues prior to January i, 1918, the banks took 
for their own account slightly less than seven-eighths; and that of the 
issues thereafter emitted up to April 19, 1918 — ^when large amounts of 
tax-anticipation certificates had been sold "over the coimter" and when 
progress had been made in securing a wider distribution and absorp- 
tion of the loan-anticipation issues — the banks took something more 
than three-fifths. 

In the absorption of the certificates for themselves and their cus- 
tomers the banks of the New York district have taken the leading part, 
and this tendency has continued with the progress of the Treasury's 
short-term borrowing. Of the $868,205,000 certificates issued in antici- 
pation of the First Liberty Loan, the banks of the New York district 
took $459,962,000, or 53 per cent; and of the $2,320,493,000, issued in 
anticipation of the Second Liberty Loan, $1,467,543,000, or 63 per cent, 
was so taken. Of the final issue of this series — ^$685,296,000 bearing 
date of October 24, 191 7 — the New York banks took no less than 
$543,683,000, or 79 per cent, and even of the next succeeding issue — 
the first of the series of tax-anticipation issues, $691,872,000, bearing 
date of November 30, 1917 — no less than $494,070,000, or 71 per cent, 
was so taken. 

With the systematic efforts of the Treasury to establish a wide sub- 
scription basis for the certificate issues in anticipation of the Third 
Liberty Loan, the relative amounts allotted to the New York district 
became less. Of the $3,012,085,500 so issued, only $1,255,308,000, or 
42 per cent, was taken by New York. It is, however, significant that 
with the later issues of the series the New York quota again tended to 
rise, although to nothing like the former maximimi. The relative dis- 
tribution of the six issues of certificates in anticipation of the Third 
Liberty Loan among the financial institutions of the Federal Reserve 
districts is shown in Table IV. 

Within the New York district the essential r61e was of course played 
by the New York City banks with respect to the issues in anticipa- 
tion of the Second Liberty Loan: "Of the 1,076 banks (not including 
savings banks) outside of New York City, 308 purchased certificates of 
indebtedness, but of these only about one-half were what may be termed 

' "Holdings by the Banks of Treasury Certificates," Federal Reserve BvUetin 
(September, 1918), H. 845-47- 
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regular purchasers. The others participated in only one or two of the 



issues. 



TABLE IV 



January 22 



Februarys 



February 27 



March ao 



Aprfl zo 



April aa 



Treasury 

Boston. ....... 

New York 

Philadelphia. . 
Cleveland. . 

Richmond 

Atlanta 

Chicago 

St. Louis 

Minneapolis . . 
Kansas City. . 

Dallas 

San Francisco. 



5.0 

52.4 

5.6 

6.5 
1.8 

2.4 
7.6 



0.6 
5.8 
48.3 
5.0 
6.8 
2.4 
2.5 
8.S 
40 
30 

4.3 
2.8 
SO 



0.7 

7.1 
34.6 
6.6 
8.9 
3.6 
30 
II. 8 
S-i 
3-4 
4.8 
3.8 
6.7 



0.7 
9.8 

35-6 
6.9 
8.9 
3.0 
2.9 

II. 8 

4.2 
2.9 
4.8 

2.7 
5.7 



7.2 

39- 1 
6.8 

8.3 
2.0 

3.1 
II. 9 
3.8 
2.8 
45 
30 
7.1 



0.3 
7.0 

430 
6.7 
75 
2.1 
2.1 

12.2 

4.9 
2.9 

3-9 
2 5 
4.5 



To a small extent in the case of the certificates issued in anticipation 
of the First Liberty Loan and to a very considerable extent in the case 
of succeeding issues, pajonent for certificates was made by subscribing 
banks "by credit" Full data as to the relative importance of such 
credit payments are available to the writer only for the certificates taken 
by subscribing banks in the Federal Reserve District of Boston; but it is 
likely that the figures for the coimtry at large are not notably different 
from those of this particular District. 

The first phase of our war borrowing — the recurrent issue of loan- 
anticipation certificates of indebtedness — has thus resolved itself very 
largely into an extension to the Treasury of deposit credits, in the form 
of "government deposits," by and through financial institutions qualified 
as sp)ecial depositaries. This tendency to create deposit currency as an 
incident of war borrowing rather than of business expansion has been 
further emphasized in the second phase of our funding policy — the 
periodic flotation of a Liberty Loan in anticipation of which the certifi- 
cates of indebtedness were issued and the proceeds of which were designed 
to extinguish the certificates so issued on or before maturity. The sim- 
plest procedure, anticipated, it might be imagined, in the Treasury's 
program, would have been for the outstanding certificates to have been 
tendered by the banks in pajonent of the loan subscriptions, leaving the 

^Fourth Annual Report of the Federal Reserve Board, p. 277. This relative non- 
partidpation of the banks outside of New York City underwent striking change 
with the systematic enlistment of the banking strength of the country in connection 
with the anticipatory borrowing of the Third and Fourth Liberty Loans. Thus of 
the 1,042 national banks, state banks, and trust companies in the New York Federal 
Reserve District, no less than 861 subscribed to the certificate issue of September 3, 
1918. 
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banks upon the completion of the operation in possession of long-term 
bonds instead of short-term certificates. This, however, would in the 
opinion of the Treasury have defeated the ends desired — keeping the 
banking resources of the country in so far as possible liquid and securing 
the widest popular absorption of the bonds. 





TABLE V 




Issue of 


Total Issued in 
Boston District* 


Paid by Credit* 


Percentage Paid 
by Credit 


Mar. 29 


% 3»ooo 
13,800 
2,000 
12,167 
11,200 
18,200 
19,400 
15,140 
12,171 
22,174 

30,149 
33,010 
20,921 

16,163 
20,025 
29,134 

8,790 
35,369 

6,735 
53,690 
39,731 

5,220 
36,468 






April 25 






2^ ay I 






May 10 


% 5,450 


.447 


Mav 2? 


June 8 


3,652 
6,500 

4,593 
5,195 
12,245 
21,349 
27,590 
20,090 

13,219 
17,587 
24,870 

7,535 
30,059 

4,864 
49,204 
36,084 

3,250 
27,143 


.200 


Auff . 


•335 
.303 
.426 

•SS« 
.708 

.83s 
.960 

.817 
.878 

•!53 
.857 
.849 
.72* 
.917 
.908 
.622 
.744 • 


Aug. 28 


Sept. 17 


^1^1.. */ 

Sept. 26 


Oct. 18 : 


Oct. 24 ; 


Nov. 30 


1918 
Jan. 3 


Jan. 22 


Feb. 8 


Feb. 15 


Feb. 27 


Mar. 15 


Mar. 20 


April 10 


April 15 

April 22 





*ooo omitted. 

The actual procedure was for each loan flotation to take the form of 
an intensive popular campaign in which bonds were subscribed by indi- 
viduals, through banks, and by banks on their own behalf, such sub- 
scriptions being forwarded to the Treasury through the Federal Reserve 
banks as the fiscal agents of the Treasury. In due course allotments 
were made by the Treasury through the Federal Reserve banks to the 
subscribing banks for the amounts taken in their own behalf and for 
their cUents. Individual subscribers made payment for bonds through 
their banks by drawing upon existing deposit accounts, by creating new 
loans and deposit credits and drawing directly or indirectly thereon, and 
by tendering cash items — withdrawn (unless taken from hoards) from 
circulation, from savings or from other banks, but coming ultimately 
from the Uquid resources of the banks — cash in vault in the first instance, 
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Federal Reserve notes obtained by rediscount thereafter. In turn, sub- 
scribing banks made payment, overpayment, or payment in full through 
the Federal Reserve banks for bonds allotted to them for themselves 
and for their customers by tender of certificates, by credit, or by cash 
items. These three modes of payment figured in the heavily overpaid 
first instalments of the three Liberty Loans in the proportions shown 

in Table VI. 

TABLE VI 





First 


Second 


Third 


Part of loan paid on first 
inst^lm^nt . , 


73 

38 
27 
35 


73 

17 
S3 
30 


77 
26 


Composition of first instal- 
ment pajrment: 
Certificate 


Credit 


47 
27 


Cash 





A small use of cash and certificates and a heavy use of credit in pay- 
ment of bond subscriptions thus marked the successive Liberty Loan 
flotations. As to cash, payments were made by interior banks by drafts 
upon the reserve banks, and by the reserve banks by drafts upon their 
reserve balances with Federal Reserve banks, this resulting in turn in 
a heavy demand for discounts from member banks and through them 
for non-member banks for the restoration of depleted reserves. As to 
credit, the banks followed the procedure elsewhere described, creating 
in the special depositaries new or additional government deposits to the 
amounts paid in this manner. Over and above the two restraints opera- / 
tive in the case of credit payments for certificates — extent of qualifica- / 
tion as government depositaries and capacity of banking resources to 
meet subsequent withdrawals of government deposits — a third limita- 
tion figured in the restrictions imposed by the Treasury as to the relative 
amount permitted of such credit payment. 

Both relative to the total subscription payments and, more signifi- 
cantly, with respect to the aggregate volimie of certificates at the time 
outstanding, certificates of indebtedness were used to a notably minor 
extent in the banks' payments for bond subscriptions. In the flotation 
of the First Liberty Loan, 64 per cent of the nominal volume of outstand- 
ing certificates was employed in the payments made on the first instal- 
ment date; but in the Second Liberty Loan only 20 per cent was so 
tendered, and in the Third Liberty Loan some 32 per cent was used. 

Reasonable allowance having been made for certificates held by 
subscribing banks in excess of their subscriptions, for certificates held 
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by individuals, corporations, and non-subscribing banks for investment 
purposes, and for certificates used in later instalment payments, it still 
appears true that in effecting settlement for Liberty Loan subscriptions 
the banks of the country elected to make large use of "pa3anent by 
credit" and to retain a substantial part of their certificate holdings as 

TABLE vn 



Liberty Loan 


Loan-Antldpation 
Certificates 
OuUtanding 


Certificates Used in 

First Instalment 

Payment 


Percentage 


First ,.. 

Second 


$ 868,205,000 
2,320,495,000 
2,612,085,500 


$554,500,000 
469,000,000 
823,332,600 


64 
20 


Third 


32 





short-term investments. Of direct fiscal importance, the coUateral 
effects of such procedure in relation to the money market and the expan- 
sion of credit have been of even greater significance. But an analysis 
of these consequences lies beyond the scope of the present note. 

Jacob H. Hollander 
Johns Hopkins University 



WASHINGTON NOTES 

NEW FINANCIAL NEEDS 

National financial requirements have again been increased by the 
presentation of a deficiency appropriation bill calling for more than 
$8,000,000,000 for the use of the army and navy. This added to the 
$24,000,000,000 already required by the previous program makes a 
total of some $32,000,000,000, provision for which must be made during 
the current fiscal year. Out of this amount about four and a half 
billion dollars has already been obtained from the banks through pre- 
liminary sales of certificates of indebtedness. That amoimt must be 
reimbursed through the use of an equivalent amount drawn from the 
proceeds of the Fourth Liberty Loan. The proceeds of this loan are 
therefore practically used up, or will be so, before the work of getting 
in the actual results of subscriptions has been completed. Assimiing 
that the war revenue bill when adopted will yield as much as $9,000,- 
000,000 — a very high estimate of its return, unless a new program of 
taxation should be added to that which is now carried in the bill — ^it 
would be necessary to obtain from loans at least $23,000,000,000 to meet 
the new requirements, of which the proceeds of the Fourth Liberty Loan 
would fiunish say between $6,000,000,000 and $7,000,000,000. Cer- 
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tainly $16,000,000,000 more must therefore be secured either by other 
Liberty Loans or by tajcation not now contemplated in the war revenue 
bill, prior to June 30, 1919. 

The experience during the Fourth Liberty Loan has apparently 
tended to demonstrate that the available fluid or surplus wealth of 
the country in the hands of the bond-bu3ang classes has been con- 
siderably decreased, or that it has been held in reserve because of 
the expected taxation which must be met by the community out of 
this year's income, or by a combination of both factors. Whatever 
may be the precise assignment of responsibility, the fact remains that 
the classes to which appeal has most directly been made are showing 
a proportionately lower ability to subscribe for bonds. This has natu- 
rally thrown upon the banks the necessity of sustaining or tmderwriting 
an increasing share of the loan as currently placed. Should present 
methods of finance be adhered to, further developments in the same 
direction would mean that the government's obligations would be con- 
tinuously shifted to the banks in one form or another. Prior to the . j 
Fourth Loan the banks were the actual buyers of only small quantities ' 
of government bonds, but for some time past there has been an increas-; 
ing tendency on the part of individuals to obtain discounts at the banks ) 
with bonds as security, so that the holdings of war paper have been very / 
considerably increased. 

The results of the Fourth Loan will imdoubtedly burden the banks 
still further because of the very long commitments which many of 
them have incurred by imdertaking to carry the borrowers up to a year 
on the basis of successive renewals designed for the purpose of enabling 
them to settle their obligations gradually. Undoubtedly a consider- 
able number of individuals have "overbought," that is to say, have 
subscribed for quantities of bonds which cannot be paid for between 
the present date and the time when the next Liberty Loan will necessarily 
have to be offered in order to get the funds needed by the government. 
Such persons will necessarily be less active bond buyers in any subse- 
quent loan campaign. The outcome of the Fourth Loan, therefore, not 
only indicates a greater reliance upon credit institutions and a less rela- 
tive reliance upon saving, but also a considerable tendency to anticipate 
the future and to reduce the relative bond-subscribing capacity of the 
general mass of individuals. Two alternatives to continuing in the 
present policy are under current consideration — the one the extension 
of taxation to the lower grades of incomes, the other the adoption of 
some plan for more or less compulsory assignment of subscription quotas 
to individuals, either through the banks or otherwise. 
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A SUBSroY TO GOLD 

During the past month important developments have occurred m 
connection with a plan for altering the status of gold as a standard of 
value. For some time past the Federal Reserve Board has received from 
many quarters urgent applications for assistance in se<^uring a form of 
governmental assistance to, or relief of, the gold-mining industry. It 
has been asserted that gold-mining is tending to decline in volume and 
that this condition is an outgrowth of the war situation, due to the fact 
that the cost of labor, materials, chemicals, and all essentials have 
greatly risen. The matter became acute some months ago when gold 
miners first applied to the Board and to the Treasury Department for 
recognition of their business as a "war industry." Later, application of 
the same kind was made to the War Industries Board, with the result 
that gold-mining has now been given a preferred status with regard to 
fuel, transportation, etc., thus placing it definitely in the position of a 
war industry. Meanwhile, mining representatives have brought to the 
attention of the Senate Finance Committee arguments in favor of 
exempting the business from taxation or of giving it at least a preferred 
status in that respect as well The situation has appealed so strongly 
to some banking interests that they have indorsed a plan for obtaining 
an international agreement designed to bring about a higher price for 
gold in order that the production of the metal may be stimulated. 

In effect the argument put forward on behaH of the scheme is that, 
due to the very greatly inflated credit systems of all countries, it is now 
practically essential to sustiiin them by providing a stronger gold base 
on which they may rest in order that the "inflation" which has resulted 
from the war may be decreased or terminated at the earliest possible 
moment. Economists especially interested in questions of money and 
prices have almost uniformly thus far taken the view that any such 
measure would be equivalent to a deterioration of the standard of value 
and that it must accordingly be classed as a renewel or revival of the 
former i6 to i "heresy." At the basis of the current discussion in con- 
gressional circles lies the assumption that the quantity of bank credit 
that can be granted by a coimtry is fundamentally determined by the 
amoimt of gold that can be held in reserves; and that, if these reserves 
are larger, the credit-granting powers of the banks will be correspond- 
ingly expanded. In support of this view is cited the fact that ever since 
the opening of the war there has been a determined effort on the part of 
practically all belligerents to obtain and hold as much gold as possible, 
this on the groimd that such gold was necessary in order to sustain the 
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structure of their banking credit. The view that the relation of gold 
to goods through prices is automatically determined on the basis of 
demand and supply and that any interference with this relationship 
tends to destroy the idea of a stable standard of value is practically dis- 
carded by those who advocate the theory of the increase of gold as 
necessary to the maintenance of solvent banking and industrial condi- 
tions. Prospects now, however, seem to favor at least the holding of 
an international conference, relative to the treatment of gold and credit, 
either incident to, or immediately after, the peace conference — ^whenever 
the latter may occur. 

AMENDMENTS TO THE FEDERAL RESERVE ACT 

The adoption of amendments to the Federal Reserve Act in a measure 
approved by the President on September 26, 191 8, practically brings to 
a close, at least so far as important changes are concerned, the process 
of modifying and developing the Federal Reserve Act which has been 
in progress for the past four years. So imexpected have been the 
demands upon the reserve system and so imusual the conditions which 
it had to meet, that the imderlying legislation has almost unavoidably 
been altered from time to time with comparatively little discussion, for 
the purpose of enabling the banking system to bear its part with success 
in carrying the country through the present period of difficulty. It may 
well be that after the return of peace the further modification of the act 
with a view to correcting and improving some of the innovations and 
changes hurriedly made in its structure under the stress of events will 
be undertaken. In the meantime, however, the Federal Reserve Board 
has announced its intent for the present to press no further recommen- 
dations for change. 

The act of September 26 contains three important alteratipns as 
well as some minor ones. Of these three the first is a change in 
the method of electing directors of reserve banks. The old plan here- 
tofore in vogue has proved itself imsatisfactory because of the faulty 
or defective grouping of the banks upon a rigid system uniform in all 
districts. To the Board itself is now given the power to group the 
member banks for the purpose of electing directors, this function being 
exercised for the first time during the current autumn. A second sig- 
nificant innovation carried by the new law lies in the modification of 
section 22 of the Federal Reserve Act so as to give a more reasonable 
interpretation of the restrictions upon directors in their relationships 
with the banks of whose boards they are members. The third feature, 
which by some will be considered the most important, provides for the 
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broadening of the power of the Federal Reserve Board to grant the 
national banks fiduciary powers. The Board is now allowed to make 
such grants whenever the laws of a state permit the exercise of such 
fiduciary powers by state banks or trust companies. This is in substance 
pursuant to the decision of the Supreme Court of the United States in 
the so-called Michigan case, the opinion which recognized the right of 
the Federal Reserve Board to make fiduciary grants imder the act as 
originally provided and intended by Congress. 

Among the minor changes made by the new bill is the readjustment 
of the denominations of currency which may be issued by Federal 
Reserve banks and the establishment of a criminal penalty for viola- 
tions of the act or offenses committed imder it — a point overlooked 
both in the original enactment and in the legislation which has followed 
and amended it. On the whole the changes conveyed by the measure 
of September 26, here imder review, are desirable and beneficial, and 
their tendency will be to render the working of the act smoother and 
more certain. 

Although the amendatory provisions had been under consideration 
in Congress for a great while prior to their final adoption, the opposi- 
tion to them eventually disappeared, owing in some measure to a better 
imderstanding on the part of state banks of the exact significance of 
the changes made by the proposed legislation. An association of state 
institutions designed for the purp)ose of opposing the Federal Reserve 
System which had apparently been called into existence by the pend- 
ency of this legislation has thus far had no apparent influence. 

CHANGES IN BANK INVESTMENT 

One of the principal effects produced by the war on banking is prov- 
ing to be that of a general alteration in the scope and character of bank 
investments. This tendency has become very much more marked dur- 
ing the past few months than it was prior to that time. The change is 
primarily due of course to the gross increase in the demands of the gov- 
ernment for means with which to carry on the war, but there is also a 
group of incidental factors that is of very considerable importance. 
Many banks which have in the past had considerable amoimts of f imds 
available for use as a kind of secondary reserve, and have been in the 
habit of putting them into commercial paper, acceptances, and similar 
investment forms have now drifted into the practice of employing these 
f imds in the purchase of Treasury certificates of indebtedness which pay 
about as well as other forms of available paper. To a very considerable 
extent they have of course been obliged to invest their funds in this way 
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as a result of Treasury requirements, but many banks have gone farther 
and have voluntarily purchased the certificates as a means of income. 
To this extent they have lowered the amount which they can put into 
commercial paper. One effect of this change of policy on their part has / 
been that of reducing the scope and activity of the acceptance market. { 

The situation in this regard has been recognized during the past 
summer by the adoption in various quarters of a practice of lending at 
call against acceptances, the intention being to enable commercial paper 
brokers to purchase more freely by assisting them to get their funds 
out of the acceptances which they are carrying at any given time. 
This expedient, however, has not had more than a very limited success 
thus far, although under other conditions in the money market it may 
produce better results. 

Another change in the portfolio of the banks is found in the fact 
that they are carrying so great an amount of what is called ''war 
loan" paper consisting of the notes of their customers secured by bonds 
and certificates of indebtedness. The great increase of this type of 
paper is strikingly seen at the Federal Reserve banks, where its growth 
has assumed very large proportions. Much of it is, however, held by 
the member banks the coimtry over. This paper is in a great many 
cases necessarily renewed from time to time, and in so far as it is thus 
renewed it constitutes a permanent t3H[ng up of the resources of the 
banks in what is practically a long-term investment. This constitutes 
a diminution in the "liquidity'' of the various institutions. 

The great increase in currency which has been frequently noted, the 
most striking element in which is an increase of about $2,300,000,000 in 
Federal Reserve notes from the opening of the Federal Reserve banks to 
the close of September, 1918, has been overstressed, since the establish- 
ment of a net figure (by deducting the gold and gold certificates which 
have been drawn into bank vaults) shows a much smaller increase, 
amounting to not much over $600,000,000. This great increase in cur- 
rency has been paralleled by a much greater increase in bank deposits, 
those of the national banks alone rising from about $8,000,000,000 at the 
opening of the war to about $14,000,000,000 in Jime, 1918. The increase 
in currency is of even less importance as compared with the increase in, 
bank deposits than it appears to be on the face of things, due to the fact 
that in the industrial sectiojis of the country where wages have been high 
and prosperity great the practice of hoarding notes has enormously 
increased. This of course withdraws a very considerable amoimt of 
notes from actual circulation and to that extent deprives them of the 
effect which they would otherwise have produced. 
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Organized Banking, By Eugene E. Agger. New York: Henry 
Holt & Co., 1918. Pp. ix+38s. 

Present-day books on banking, intended like the work in question 
"for the student and "general reader," are inclined to err on the side of 
excessive details of banking practice. The author of Organized Banking 
is determined that such a charge shall not be laid at his door. Starting 
with Professor Dunbar's Theory and History of Banking as his "basic 
structure" he confines himself largely to a discussion of abstract prin- 
ciples until the final chapters describing European and American banking 
are reached. He advises his readers who feel the need of "illustrative, 
concrete material" to resort to a "good book of readings like W. Hamil- 
ton's [obviously a slip for *C. A. PhiUips'] Readings in Money and 
Banking, or H. G. Moulton's Principles of Money and Banking, " 

On the whole the author has developed in a very creditable fashion 
th^ theories which underlie our present financial structure. He seems 
to proceed, however, on the assumption that his readers are conversant 
with the details of modem banking systems. The reviewer has serious 
doubts as to whether the average "student and general reader" possess 
such knowledge. 

The first pages of the theoretical discussion are given over to a brief 
review of the modem productive system and the service rendered in it 
by banking institutions through the provision of the necessary fimds. 
The author in connection with his discussion of the f imctions of savings, 
investment, and commercial institutions takes a much broader view of 
banking than is afforded by the time-honored aspect of the financing of 
merchandising. However, he straightway dismisses all but commercial 
banking operations from the realm of Organized Banking. One cannot 
study the activities of the modem department store of finance, whether 
it be called a bank or trust company, without being impressed with 
the fact that organized banking today, while still centered around the 
task of providing a spendable medium of exchange, does not confine itself 
to financing commercial operations. In one department this spendable 
mediiun is used in floating a new issue of securities; in another, for the 
purchase of mortgages; and in another, for speculation in securities. 
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Each of these groups of operations, as Professor Agger himself points out, 
is guided by its separate set of principles, difiFering from those he has 
laid down for the commercial banking activities but forming just as legiti- 
mate a part of what purpK>rts to be a discussion of organized banking as 
the term is understood today. 

The first and third chapters are given over to a discussion of the 
general operations and the functions of a commercial bank. The second 
chapter brings out the familiar contrast between the bank note and 
the deposit. It contains some quite extensive digressions on the nature 
and fimctions of the loans, investments, and reserves of commercial 
institutions. Chapters iv and v take up the thread of the note-deposit 
discussion and set forth the principles governing the expansion and 
contraction of bank credit. 

The chapters in which the principle of reciprocity of indebtedness is 
shown to apply to the workings first of domestic and then of foreign 
business transactions are much more readable inasmuch as the author 
here lapses from his quite strict adherence to pure theoretical analysis 
and fits his discussion into the real situation. 

The thesis of the next two chapters is that the maintenance of a 
mobile and elastic credit structure depends on a proper mobilization and 
control of the reserves and the existence of a broad discount market. 
Then follows the concluding chapter of the theoretical discussion in which 
is outlined the type of banking system which is calculated to give the 
results pictured in the foregoing chapters as highly desirable. 

The rest of the book is in decided contrast with what has gone before. 
Adherence to abstract discussion gives way completely to detailed 
description. The first of this group of chapters recites the most impor- 
tant features of the English, French, and German systems with a view 
"to learn by what means in practice they realize the desired ends." 
Here is furnished information which the unsophisticated reader could 
well acquire before reading the earlier chapters. No attempt is made to 
analyze these systems in the Ught of foregoing theories. Canada, in 
spite of frequent earlier allusions to her banking system, is omitted from 
this comparative survey. 

The present system of the United States is described in three final 
chapters. The first of these, a r6sum6 of banking before the enactment 
of the Federal Reserve Act, including an exposition of the National 
Monetary Conmiission's list of ills, is followed by a chapter giving an 
excellent summary of the act. In fact, the latter is so complete 
as to make almc^t superfluous the printing in the. Appendix of its 
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exact text, together with the verbatim regi^ations and interpreta- 
tions issued from time to time by the Federal Reserve Board. The 
final chapter describes the actual organization of the system and gives 
some interesting details of its operation down to June, 191 7. In this 
case, as in that of the foreign banking systems, the reader is left to make 
his own application of the principles previously set forth. 

G. W. DOWRIE 
University of Minnesota 



Readings in the Economics of War. Edited by J. Maurice Clark, 
Walton H. Hamilton, and Harold G. Moulton. Chicago: 
The University of Chicago Press, 1918. Pp. xxxi+676. 
$3 00. 

Many of the books on the war are merely of ephemeral interest, but 
this volume is quite certain to be one which will last. The general 
attitude of the editors is thus stated: "This book is the expression, not 
merely of the economic side of the war, taken as a detached event, but 
rather pf the part the war plays in the evolution of our economic institu- 
tions." Their idea of the functions of the book is as follows: 

It is hoped that the book will meet three uses: First, it should be of value 
in connection with courses in the economics of war, whether such courses be 
designed as part of the training of the Student Army Training Corps or to give 
an appreciation to other students of the larger economic issues related to the 
war; second, it should do much to make the introductory course in economics of 
real significance in understanding the changing world in which we live; third, 
it should prove of interest to the general reader who is interested in the economic 
backgroimd of war, the economic basis of military efficiency, and the economic 
problems that will follow v^ the wake of the war. 

Some idea of the scope of the volume may be obtained from a brief 
survey of the subjects treated. Under the economic backgroimd of 
war are considered: the nation as an economic unit, the pressure of 
population, economic imperialism, and commercial rivalry and special 
interests. An attempt is made to analyze the fimction of the nation in 
economic affairs and to show how the discriminatory policies of nations 
lead to war. The chapter on war as a business venture treats of the 
negative side, the profit side, and human attitudes, rational or otherwise. 
The editors seek to show what persons may gain from war and what 
various things, by no me^ns all economic, may be considered as gains. 
The nature of modem warfare includes war imder modem industrial 
conditions, the relation of science and industry to war, and the larger 



Digitized by 



Google 



BOOK REVIEWS AND NOTICES 917 

economic strategy. This chapter emphasizes the importance of the 
machine technique and sets forth the problem of utilizing our pro- 
ductive energy to get the best military results. The problem of indus- 
trial mobilization is treated from the standpoint of its nature, methods, 
and the lessons from European experience. Industrial mobilization is 
shown to be of equal importance with military mobilization. Some 
attempt is made to explain our slowness in realizing what adjustments 
were needed. The obstacles to rapid mobilization in democratic coim- 
tries are foimd in individualism and the lack of flexibility in the govern- 
mental machinery. We should take some comfort in the editors' cautious 
conclusion: ". . . . given time, liberal states can cope reasonably well 
with autocracy." Our failure to get quantity production of ordnance 
and aeroplanes quickly is traced to our insistence that they be made on 
models of American design. One readmg gives the steps and delays 
incident to developing the machinery for the administration of labor 
policies in the United States. The chapter on war-time regulations of 
trade and industry recounts the dislocations in trade and international 
exchange and the regulations for controlling trade in Great Britain and 
the United States. The discussion of food and fuel treats of the problem 
of dealing with these supplies in the face of scarcity, showing the adminis- 
trative difficulties in the regulation of production and the control of 
consumption. The chapter on transportation outlines the railroad prob- 
lem in the United States and Great Britain and shows the steps taken to 
solve it by governmental control. To this is added an account of the 
governmental control of the express companies and a discussion of the 
shipping problem. The war finance chapter presents both sides of 
many moot questions, such as whether the cost of the war can be post- 
poned, whether bonds or taxes should be used to finance the war, the 
inflation question, and whether we should save or spend. It also gives 
an accoimt of the War Finance Corp)oration. Prices and price control 
are treated by giving some facts about the rise in prices and some expla- 
nation of the rise followed by the arguments for and against price control 
and some account of the American experience in the control of prices. 
Many interesting documents are collected to show the attitude of labor 
toward the war, the problem of mobilizing labor, and how labor condi- 
ditions and policies have been affected by the war. The costs of the 
war in men, money, and social effects are outlined; and on the other 
side are shown some war lessons in the principles of national efficiency. 
The last two chapters deal specifically with conditions after the war, 
while in many of the former chapters there are implicit in the discussion 
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points or principles which have bearings on after- war problems. Among 
the economic factors in an enduring peace are noted the control of raw 
materials, foreign markets, and territorial problems. Lastly the prob- 
lems of reconstruction, demobilization, and social reform are considered. 

The book consists of about two hundred and fifty selections, all of 
them timely but not trivial nor temporary in their interest. The 
editors have shown surpassing ability to get valuable readings from un- 
usual sources, bringing together much important material not to be 
f oimd in the usual library. Some maps, charts, and statistical tables are 
included. People interested in particular problems may object to the 
distribution of emphasis, but in general the editors have held to rather 
good proportion in assigning space to the various topics. 

The division into chapters k not always happy. The chapter on 
war-time regulation of trade and industry is followed by a discussion of 
government control of food, fuel, transportation, and prices, which 
might easily have been included in the previous chapter. Again "cost- 
plus" and other interesting forms of contract are treated imder price 
control. 

Each chapter has an interpretative introduction. These are espe- 
cially well done. A good balance is maintained between stating what 
the various selections show, raising important issues for consideration,and 
indicating the wider bearings of the subject. Then within the chapters 
are "editorials" in which the editors discuss phases of topics that have not 
been adequately presented by the readings. Many of these editorials 
are extremely valuable. In a number of cases "editors* notes" explain 
something about the author of the selection, as for example the finely 
humorous statement "General von Bemhardi (1849 — ) is an authority 

on cavalry tactics " There are helpful cross-references, and both 

an author and a subject index. 

The reading of the book gives the conviction that the work was worth 
doing and that it has been well done. 

James D. Magee 

UNivERsnry or Cincinnati 



War Time Control of Industry, The Experience of England. By 
Howard L. Gray. New York: Macmillan Co., 1918. Pp. 
xv+304. 

In this book Professor Gray has presented a straightforward and 
readable accoimt of the experience of England in organizing her economic 
resources for war. Part of the material was collected for the Commercial 
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Economy Board of the Council of National Defense, and is here made 
accessible to the general public. As befits a good historian, Professor 
Gray divides his subject into periods and distinguishes three phases 
through which British control of industry has passed. First came ten 
months of tentative action (during which, however, the railroads were 
taken over). Then followed nearly a year and a half of determined regu- 
lation in which shipping and the output of munitions and army supplies 
took the most prominent place. Finally, beginning with the concluding 
months of 1916, England has entered upon a period of still more general 
and stringent control, centering aroimd the production and distribution 
of the necessaries of life. In this period the nation was put on rations 
and the cheap loaf subsidized. Still true to the historical principle, the 
author arranges his chapters in the general order in which the various 
branches of industry were taken under government control. Thus he 
successively takes up the railways, munitions and labor, the coal mines, 
wool and woolens, hides and leather, shipping, food, and agriculture. In 
the introduction and in the concluding chapter we find his general inter- 
pretation of the situation as a whole. 

The book shows very dearly the steps by which a naturally indi- 
vidualistic nation has been led from one measure to another of constantly 
increasing control. England's dependence on imported supplies has 
apparently played a large part in this, making it essential that the gov- 
ernment have absolute assurance of adequate supplies. The control of 
the prices of essential materials like wool and leather has led to govern- 
ment purchase of available supplies and to a government monopoly, or 
near-monopoly, of dealings in these commodities. On the heels of this 
comes strict control of profits and production wherever any such materials 
are released by the government for private use. The reasons for the 
subsidized loaf and the adoption of a rationing policy ar6 well set forth. 

In the concluding chapter Professor Gray compares British and 
American experience, holding that Great Britain is traditionally more 
attached to a policy of laissez faire than is the United States, but that 
her situation placed her imder a more compelling pressure to adopt a 
policy of control. In viewing England as a supremely laissez faire coim- 
try, the author appears to underemphasize such matters as the strength 
of the co-operative movement and of the Labor Party with its semi- 
socialistic character, mimicipal socialism, agrarian reforms for Ireland, 
old-age pensions, and the Lloyd George budget. Taking one thing with 
another, the reviewer is inclined to say that Great Britain before the 
war was farther from laissez faire than was the United States; however, 
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the point is not vital to the argument of the book. The author finds 
that this country has acted more promptly than Great Britain, without 
having as yet (in the autumn of 191 7) developed such a thoroughgoing 
system of control. Shipbuilding is an exception, due to the circum- 
stances of the case, for we had to create an industry anew, while Great 
Britain had private establishments capable of handling the work. On 
the other hand, we have not as yet taken over the coal mines, a measure 
to which England was forced through her failure to prevent strikes under 
private management. When Professor Gray wrote, general policies of 
rationing both consumers and producers had not made their appearance 
in this country, but they are rapidly being developed. However, not 
even scientific curiosity can make one h6pe to see the experiment carried 
out to the end, and to know just how long the war will hi^ve to last in 
order to bring us to the same severity of rationing s)rstems that have 
been forced upon other nations. 

Professor Gray's book pays the penalty of any work brought out in 
the midst of the process it is describing. But in spite of its avowed 
incompleteness, it furnishes a very valuable description of a series oi 
emergency measures which cannot fail to have some permanent effect 
on national policy, even though the emergency should be over before 

these words are read. 

Hi J. M. Clark 

Univbksity or CmcAco 
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THE PROBLEM OF DEMOBILIZATION 

I. INTRODUCTION 

The most immediate of the problems which the coming of peace 
brings is demobilization. If it involved only the discharge of men 
from the army and the cancellation of government contracts, its 
solution would be simple enough. But these tasks bring events in 
their Wake, and these events lead to more remote consequences. 
In fact, since modem warfare involves the whole industrial system, 
these are but aspects of a comprehensive process of economic 
organization. The men discharged are to be re-employed; equip- 
ment is to be made to serve new needs; and plants are to be con- 
verted to new uses. These physical readjustments involve the 
re-establishment of the organization of trade and industry, the 
revision of industrial relations between employers and employees, 
and the reconsideration of the whole scheme of authority and 
control in the industrial system. 

It is manifest that not even a pretentious volmne, much less 
a single article, can foUow the ramifications of this problem to its 
utmost limits. The discussion which follows is limited to a single 
aspect of the larger issue, namely, that of the transfer of ''man 
power" from emergency to ordinary uses. This implies no dis- 
regard of the importance of plant conversion, changes in markets, 
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the revision of financial arrangements, and like matters. But, to 
keep the matter within limits, such questions, despite their imp>or- 
tance, are formally put to one side. They are recognized in the 
pages that follow only when they bear very immediately upon the 
problem of the occupational redistribution of men. 

It seems unnecessary to dwell upon the importance of an ade- 
quate handling of demobilization. It is enough to say that if the 
flow of labor back to ordinary occupations be kept in hand, we may 
avoid a glut of the labor market and the consequences which follow 
from it. On the contrary, if the process of redistributing labor 
once gets beyond control, the labor market will be glutted; a large 
volume of unemployment will result; labor standards painfully 
built up through many years of peace or under the stress of war 
will be swept aside; wages in many trades will fall seriously; the 
purchasing power of the groups which furnish the most stable 
demand for commodities will be crippled; anticipated profits, 
which furnish the motive for business enterprise, will be encroached 
upon; and there will come at least a possibility of a serious indus- 
trial depression. That the last event can come without a tendency 
to "bolshevism" few competent students of the situation believe. 

It is the purpose of the discussion which follows to analyze the 
larger problems of the redistribution of "man power'* with the 
smaller ones which make it up, and to enumerate the contingencies 
upon which these questions hinge. These contingencies involve 
matters of factual investigation and matters of undetermined or 
unannounced policy. Out of such an analysis of the problem, 
translated into terms of quantity and definite decision, a program 
for demobilization must spring. It must be premised upon a 
knowledge of the military forces to be demobilized and the war 
workers to be involuntarily discharged. It must be carried 
through by means of a series of administrative decisions based 
upon constantly changing facts. Its precise terms must await 
decisions upon many questions of policy. The factual investiga- 
tions which underlie such a program and the imcertainties in 
policy by which it is conditioned must be set forth at some length. 

In brief, the problem of demobilization involves getting men out 
of the army and war industry and into ordinary emplo3anent. It 
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cannot be solved as it was in this country at the end of the Civil 
War and as England so disastrously tried to solve it at the end of 
the Boer War, by the simple discharge of men from military service 
and the immediate cancellation of war contracts. Demobilization 
must be in terms of industrial needs rather than by military imits; 
the nation must be able to furnish employment to men as rapidly 
as they are mustered out; and discharge from war work must be 
correlated with civilian re-employment in order to leave to former 
soldiers and war workers no ugly intervals of idleness and depend- 
ency. Within this larger question lie three problems which require 
specific mention. 

1. The first is the problem of the rate of demobilization. It is 
to establish an equality between the rate at which the army is de- 
mobilized and war workers are involimtarily discharged, and the 
rate at which they can be reabsorbed into industry. 

2. The second is the problem of personnel. It is to fit men of 
varied talents and attainments into positions making varied 
demands upon them. 

3. The third is the problem of mechanism. It is to establish 
an organization and perfect devices by means of which men and 
positions may be brought together with dispatch and without waste. 

n. THE PROBLEM OF RATE 

The problem of rate, as the work implies, concerns the rapidity 
with which demobilization is effected. How speedily the whole 
process moves is, perhaps, an affair of no great moment, except as 
it involves losses in human and material resources through delay 
in getting them back into ordinary uses. It is much more impor- 
tant that the two principal movements, flow into the labor market 
and re-employment, should go on at the same rate. To determine 
what conscious control of these rates is possible we must separate 
each into its elements and enumerate the contingencies upon which 
it depends. 

I. The rate of flow into the labor market, — ^The flow of labor into 
the market for employment will, during the demobilization period, 
be made up of five principal streams. These are: (a) demobilized 
men now under arms abroad; (6) demobilized men now under 
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arms in the United States; (c) workers involuntarily discharged 
from munitions industries; {S) immigrants; and (e) young people 
coming upon the labor market for the first time. The rate at which 
each of these streams comes into the market is more or less subject 
to control. Since the governing factors vary from group to group, 
each of these rates will have to be discussed separately. 
I a) The rate of release of men under arms abroad: The rate of 
release of men imder arms abroad depends upon a combination of 
military and industrial considerations. Of these the most impor- 
tant are military expediency and shipping. 

Military expediency is of importance both for determining the 
time at which demobilization is to begin and for affecting its rate. 
Men cannot be released so long as the military situation requires 
their presence under arms; and, when release begins, they can be 
spared only as the passing of military necessity dictates. Since 
actual hostilities against an armed enemy are over, the first check 
upon the rate of release lies in the terms of the armistice which 
requires the presence for some months of large forces upon the 
frontier. A second check lies in the necessity of using men for 
police purposes even after peace in what were recently the Central 
Empires, in Russia, and in the Balkans. Circumstances now seem 
to indicate both that this necessity will exist for months or even 
years and that the work will fall in considerable part to American 
troops. Incidentally it may be added that military expediency is 
the limiting factor in the rate of discharge of men under arms 
abroad only in the event that, or at the times when, men are released 
less rapidly than available shipping can bring them home. The 
program for demobilization requires a constantly revised estimate 
of anticipated military needs abroad. 

It is more likely that shipping will prove to be the limiting 
factor in the release of over-seas men. The rate at which they can 
be returned can be ascertained only by estimating the tonnage 
available for transport service during the period of need. This 
inquiry resolves itself more specifically into the following matters 
of fact and policy. 

The amount of American shipping at the end of the war must 
be determined. A reasonably accxirate anticipation of this at any 
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future time may be had in terms of prospective building. An esti- 
mate must be made of the real increase in transport facilities which 
can now be effected through a reorganization of shipping. This 
will include the addition of vessels now used for transport purposes 
and of cargo ships converted into transports. It will also include 
gains in toimage from the discontinuance of circuitous routing and 
from a separation in the direction of the movement of supplies and 
men, both of which during the war went in the same direction. 
Lastly, the amount of shipping available for transport as against 
trade purposes must be determined. Strong pressure from com- 
mercial and shipping men will be used (as it has been during the 
war) to devote a large part of our merchant marine to capturing 
trade. In particular, commercial drives will be made upon South 
America and against Japan in the Orient. On the other hand, the 
sentiment of the American people will undoubtedly demand a 
speedy return of the soldiers. This presents a pretty clash over 
policy between trade and sentiment, and one that requires reduc- 
tion to precise terms. 

The availability of foreign ships for the transport of American 
soldiers is still undetermined. We relied heavily upon British and 
neutral toimage to get our soldiers to France; but it is not certain 
that they can now be relied upon to get them back. Britain will 
be under obligations to give preference to the troops of her own 
colonies. In addition, there will be an insistent mercantilist 
demand for immediate use of her ships in foreign trade. Whether 
Crerman vessels, now tied up in her own and neutral ports, will be 
available is still imdecided. A chance to use them may come from 
their confiscation, from accepting their use as part payment of 
an indemnity to the Allies, or from an understanding with the suc- 
cessors of our erstwhile enemy. These imcertainties involve so 
large a percentage of possible tonnage as seriously to affect the 
rate at which soldiers can be brought home. 

The assumption above has been that men are to be mustered 
out of service as rapidly as the military situation and transporta- 
tion facilities permit. American sentiment demands the return of 
husbands and sons with the utmost dispatch. The belief is uni- 
versal that if they are returned faster than they can be absorbed 
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} into industry it is better to stimulate employment than to retard 
demobilization. But the possibility of equalizing employment 
with discharge by checking the rate at which men are mustered 
out of service is an alternative that must be considered. If it 
becomes an actuality^ shipping ceases to be the limiting factor in 
the problem. Such a retarded discharge may be the result of 
conscious policy or it may come about by accident. 

If it is decided to demobilize the over-seas men at a rate slower 
than transport facilities warrant, the movement may be retarded 
either in Europe or over here. If the delay occurs abroad, soldiers 
will probably be formed into new units for the industrial reconstruc- 
tion of Europe or large niunbers of them may be given vocational 
education. These uses are contingent upon understandings with 
the nations within whose boimdaries the work is to be done and 
upon the formulation of an educational program for the emergency 
by the government at Washington. It is possible that a combina- 
tion program of work and study may be undertaken, on the plan 
of "learning by doing." If the delay occxirs in America, as is more 
probable, the men will be utilized upon public works or taken to 
cantonments and kept under military control without work. In 
this event they will be discharged gradually as the increase in the 
volume of production gives assurance of employment. This, how- 
ever, raises the query whether the resumption of industry cannot 
be hastened, to the end that the interval between arrival in this 
coimtry and discharge from the army be eliminated. 

In passing it is worthy of note that unless care be taken, accident 
may make the rate of discharge slower than transportation facilities 
allow. Even if our soldiers are returned as fast as possible, there 
will still be left in France a considerable number who are not needed 
for military purposes. To avoid the waste of man power they may 
well be used in reconstruction work. But unless careful attention 
is given to transport facilities before entering into agreements with 
France, Belgium, or Russia, the obligations of our government may 
involve holding men abroad after facilities are available for their 
return home. Again, there is a chance that the extent of our own 
public works may hold military units beyond the time when men 
could find more permanent employment in the expanding industrial 
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system. In either case the rate of discharge is unintentionally 
arrested. 

b) The rate of release of men under arms here: The rate of 
release of men under arms in the United States is, perhaps more than 1 
any of the other rates, subject to control. It may be decided to 
speed discharge or to delay discharge according to the amoimt of 
available employment. But in view of the popular sentiment 
demanding a return of kindred, and of political pressure to reduce 
the national budget with the utmost dispatch, it is doubtful whether 
discharge of these men can be long delayed. In addition it seems 
much wiser, as a matter of public policy, if the men cannot be reab- 
sorbed into industry, to utilize their labor effort upon public work 
of permanent value than to allow it to go to waste. An alternative 
that will doubtless be considered is training them and sending them 
overseas to take the place of men longest in service abroad. If ^^ 
transport is the limiting factor in the discharge of the army abroad, 
such a plan merely accentuates the problem. But if military need 
controls demobilization, men going abroad make possible a more 
rapid discharge of the army in Europe. In this event the question 
ceases to affect the rate of demobilization and becomes one of per- 
soimel. 

c) The rate of release of war workers: The most troublesome 
factor in the problem is the rate of release of workers in war indus- 
tries. The rate of discharge of soldiers is subject to the direct con- 
trol of a single authority, that of war workers to many. Public 
opinion, too, is much more concerned with finding positions for 
returning soldiers than with avoiding the imemployment of men 
and women at present engaged in industries with a frail hold on 
life. In addition it is by no means improbable that to those dis- 
charged from war industries must be added a host from non-war 
industries where places have been given to soldiers. Thus one 
employment problem, instead of being solved, may be translated 
into another. It is more likely that, because of imperfect control, 
the war workers will be turned loose to flood the market and that, 
later, soldiers will be discharged into a market already glutted with 
surplus labor. Even before the armistice was signed many laborers 
were discoimting discharge by returning to non-war employment. 
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The change can be avoided and the rate can be controlled only by 
the establishment of a central agency for the clearance of all con- 
tracts and a policy for their gradual cancellation. Even at best 
this will provide a very imcertain check upon the rate of flow of 
ex-war workers into the labor market. 

J) The rate of inmiigration: The rate of i^nmigration is sub- 
ject to control both by conscious decision and by the physical fact 
of shipping. If we choose we may prohibit all immigration so long 
as there appears to be danger of an oversupply of labor. Or, 
instead, we may prohibit the coming of certain types of immigrants 
mos.t likely to mterfere with employment here. In fact, the pres- 
ent law imposes serious handicaps upon the entrance of unskilled 
labor into this coimtry. In addition it is more than possible that 
many European coimtries will impose restrictions upon emigration, 
despite the desires of many people of the war-ridden countries to 
come to America. If the discharge of men overseas were to start 
at once the limited supply of shipping would prove an effective 
check upon immigration until the army is demobilized. If it is to 
be delayed for soma months, despite the poverty of Europe, there 
is a prospective flood of immigrants to be faced and an immigra- 
_ ,rtion policy to be framed. 

e) The rate of entrance of new labor into industry: In addition 
to the groups mentioned the stream of yoimg men and women seek- 
ing employment for the first time will flow on as usual during the 
demobilization period. The shorter the period of demobilization 
the fewer of them there will be to be reckoned with. But while 
their numbers add to the seriousness of the problem, it does not 
follow that demobilization should be effected slowly merely in 
order to prevent the problem from being complicated by large 
niunbers of the industrially uninitiated. 

Together these factors determine the rate at which workers are 
to flow into the labor market. Together they determine the rate 
at which employment must be foimd for them. Some of the con- 
siderations mentioned above can be reduced to definite statement 
by secxiring facts more or less accessible. Others depend upon 
future policy which can be anticipated with fair precision. Still 
others rest upon events and judgments still too imcertain for any- 
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thing more than a guess. While such uncertainties prevent an 
accurate statement of the rate of discharge, it is obvious that the 
wider the range of information and the more accurate its character, 
the more fearlessly and intelligently can the problem of controlling 
the rate of discharge from the army be met. 

2. The rate of absorption into industry. — The rate at which indus- 
try can be made to absorb returning soldiers depends upon con- 
siderations fully as imcertain as those mentioned above. It is tied 
up with a reorganization of an economic system to meet the needs 
of peace. It has all the uncertainties which accompany a process 
subject to conscious hmnan control. This rate dq)ends upon the 
following considerations. 

a) The physical capacity of industry: The opinion is quite 
general that within a comparatively short period the industrial 
system can easily absorb all of the demobilized soldiers and all dis- 
charged war workers. If the " i^ant capacity " of the coimtry were 
the only factor determining employment this judgment would prob- 
ably be correct. But since the industrial system is a highly com- 
plex and delicate one many other factors affect employment. J^lant 
capacity at best determines the maximum limit of available employ- 
ment. The "physical productive capacity of the country" includes- 
farms, mineral resources, factories, commerce and professional and 
personal service. In each of these cases there is a limit upon th^ 
number of men which can be used. Farms might take very large^ 
numbers, providing laborers were willing to take the progressively 
smaller returns which come from intensive cultivation, but an effec- 
tive check upon agriculture's power of absorption is the unfitness 
of the great mass of soldiers for farm Ufe. The resources of mines 
are indefinite, but the fact of limited equipment restricts their 
demand for labor. While "plant capacity'' in manufacturing now 
runs far larger than ever before, its accommodations for labor are 
limited by the uselessness of much of it for peace-time production. 
Likewise commerce, the professions, personal service, and what not 
are effectively limited in the number of laborers which they can 
absorb. 

b) The organization of the industrial system; The amoimt of 
employment inherent in the plant capacity of the country can give 



Digitized by 



Google 



930 JOURNAL OF POLITICAL ECONOMY 

at best only the maximum demand for labor. It by no means 
follows that this volume will be inmiediately available or that it 
will open fast enough to accommodate all who enter the labor 
market. This maximum can be obtained only if the system is so 
well organized that all the productive capacity is fully utilized. If 
business lags, if the "rhythm'* of activity is manifest in a period 
of "low" output following the "peak" of war-time production, if 
a depression comes, the demand for labor will be far smaller than 
this calculation shows. It may fall even to the vanishing point. 
To absorb labor at the proper rate the organization of industry must 
be working smoothly enough to re-employ rapidly all productive 
resources. Whether such a process of reorganization can be 
obtained depends upon the ability of the government to meet the 
emergency with a wise policy. 

Many weU-meaning and thoughtful people insist that this maxi- 
mum determines the effective demand for labor and that no action 
is necessary to prevent a glut of the labor market during the coming 
crisis. Despite the fact that men are being rapidly thrown into 
the market, they believe that "the simple and obvious system of 
natural liberty" will offer an easy solution. They are content to 
leave " industrial initiative " to solve the problem or to let the prob- 
lem take care of itself. They know that, where the government 
does not interfere, the active impulse in getting labor and capital 
employed and their several employments organized into an indus- 
trial system is the employer's expectation of profits. If he foresees 
a profitable market for his wares he will hire laborers, buy raw 
materials, and incur the other expenses of production. This in- 
volves employment for laborers, and demand for the goods of 
other concerns. If he foresees a small market or none at all, he 
will allow his plant to stand partially or wholly idle and will 
give employment to few laborers or none at all. Since all other 
employers do likewise, the problem of employment receives a simple 
and obvious solution. Thus the effective organization of all its 
elements into an industrial system is contingent upon a correct 
anticipation of markets and profits by employers generally. The 
question is whether this reliance upon the initiative of employers, 
impelled by anticipated profits, can be depended upon for the reor- 
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ganization of the industrial system upon a peace basis in the present 
emergenqr. 

For two reasons this reliance seems misplaced. In the first 
place ordinary business practice cannot be depended upon speedily 
to secure the full employment of all productive resources. The end 
of the war will bring a threat to the employer's profits. The can- 
cellation of government contracts aggregating at least ten billion 
doUars will rob a large part of the employers of profitable markets. 
With all due allowance for making up ''deferred maintenance" and 
for renewal of depleted stocks, it seems idle to expect to find an 
aggregate demand of this size springing up very soon to take its 
place. The threatened loss to these industries is a threat of a low 
market to other industries supplsdng raw material, and of under- 
employment to the laborers concerned. This discourages buying, 
which in turn threatens profits. In addition, such disturbance of 
markets is invariably accompanied by a fall of prices, which further 
discourages business enterprises and prevents the full utilization of 
productive resources. From this threat of falling prices not even 
the best-situated establishments are exempt, for their profits depend 
upon sales to the employees in establishments now threatened with 
curtailment or suspension. In the absence of a plan designed to 
accelerate business enterprise, an industrial depression of greater or 
less magnitude is threatened, attended by idleness of plants, unem- 
ployment of labor, and waste of human and material resources. 

In the second place ordinary business practices cannot be 
depended upon to secure within the period of demobilization a 
proper distribution of materials and men among different industries. 
The early end of the war has made it easier for plants to find their 
way back to peace uses. But if each of the producers supplying a 
part of the ten billion doUars' worth of goods to the government is 
to be left to decide for himself what he shall produce, the immediate 
result will be the overproduction of certain goods by some, the 
underproduction of other goods by others, and nonproduction by 
still others who see no profitable markets. The losses attending 
overproduction will impose a check upon business enterprise and 
lead to a still further disorganization of the system. Of course 
sooner or later business will expand and eventually the system can 
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be made to absorb all the capital and labor, at least all that survives. 
But this readjustment by a process of trial and error is wasteful and, 
in view of the magnitude of the task, slow. At best, it is a poor 
alternative to a carefully formulated plan which approaches the 
problem as one of industrial organization and attempts to formulate 
principles for the proper apportionment of men and materials 
between different industries. 

In lieu of this a positive governmental plan seems far better. It 
should serve the double end of providing ** buffer" employment for 

(the surplus labor discharge from the army and of stimulating the 
resumption of peace-time industry as rapidly as is consistent with 
^ stability. The first demand can best be satisfied by a system of 
public works, such as railroad improvement and extension, irri- 
gation, highways, housing, etc. This can be undertaken by the 
federal government, by the states, and by municipalities. The 
second demand can be met by removing the uimecessary imcer- 
tainty which employers will face and by quickening the expectation 
of profit, the motive which speeds the reorganization of industry. 
To this end the most effective devices are perhaps a plan for con- 
version of plants to the end that they be properly proportioned in 
the production of various commodities, a governmental under- 
writing of the risks of business, and a proper distribution of govern- 
ment orders. The government has the right to prescribe the 
conditions under which these privileges are extended. It can, 
therefore, avoid much of the waste of the transition period by mak- 
ing the maintenance of a minimum of labor standards a condition 
of the extension of credits. Only through the stimulation offered 
by some such devices can a level of production be maintained which 
will insure full employment to the men discharged. 

c) Estimate of probable demand: It is manifest that any con- 
scious attempt to secure equality between the rate of flow into the 
labor market and the rate of opening of new emplo3anent through 
conscious control of any of the factors is impossible without at 
least an approximate estimate of anticipated employment. This 
involves a double calculation of the total employment eventually 
to be offered and of that available in the immediate future. 
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In determining the total it seems reasonable to assume that the 
industrial system to be re-established will be much like that which 
prevailed before the war. If we assume that old business will be 
resmned, that nonessential industries will once more attain their 
former positions, and that essential industries need no longer prac- 
tice economy in the use of man power, we shall have a fair basis 
for the calculation of new employment. The employment figures 
obtained by a comparison of present with pre-war conditions can 
be checked by translating a similar comparison of the volmne and 
distribution of production into terms of employment. The results 
of this hypothesis need to be modified in the light of known factors 
which will make the new peace-time volume of production and of 
employment different from that which existed before the war. 
Among such conditions are the increase in the plant capacity of 
the country, the retention of the policy of rationing raw materials, 
the continuance of the war-time practice of granting licenses in 
foreign trade, the introduction of large numbers of women into many 
branches of industry, and like changes. 

In determining the amount of employment available in the near 
future, the best point of departure is probably a calculation based 
upon reports by employers of their future demands for labor. This 
estimate can be revised in the light of what is known about the 
government's policy for the cancellation of war contracts together 
with estimates of future business prospects. In the consideration 
of the latter many items will have to be taken into account which 
the business man commonly overlooks. These include such things 
as the future tax policy, the continuance or noncontinuance of 
priorities, the future trend of exploitative commerce, and the like. 
In particular the strange behavior of such things as the course of 
international values, the domestic price level, and domestic rates of 
wages, all must appear in the reckoning. Above all, in making the 
final estimates, careful consideration must be given to the incidence 
of general business conditions in an era of rapid industrial reorgani- 
zation upon the fortunes of particular businesses and hence upon 
the level of employment. Such a calculation can for a time, say 
three months ahead, be only an approximation. But as the figure 
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for a date three months hence becomes one for two months and 
again for one month hence, it can become more and more accurate. 
Besides, the method of trial and error, with the help of a careful 
check upon results, will reveal a percentage to be allowed for cor- 
rection of estimates, and this will gradually become more and more 
reliable. 

d) The control of the demand for labor: Calculations such as 
these are intended to furnish a basis for a control of the rate of 
absorption into industry. It must not be forgotten that the larger 
problem of demobilization is to be solved by equalizing the rate at 
which industry can absorb men with the rate of flow into the labor 
market. Absorption must be as rapid as discharge if a glut of the 
labor market is to be prevented. If it be more rapid, so much 
the better; for the higher it is, the easier becomes the solution of the 
problem. The conscious adjustment of the rate to meet the demand 
for employment raises the following considerations. 

In the first place it is necessary to open employment fast enough 
to acconmiodate the total flow into the labor market. A policy 
which accommodates the surplus from the army by denying employ- 
ment to discharged munitions workers defeats its own ends. 
Accordingly, if the problem is not to be muddled, the rate of total 
absorption must be much higher than that of the discharge of 
soldiers. It need not be high enough to absorb both bodies; for 
large numbers of the laborers will be set to new work in the estab- 
lishments in which they are employed, and many war workers, 
lured into industry for the time by high wages or patriotic motives, 
will voluntarily retire. But how large this volume will be and at 
what rate it will open needs to be determined as definitely as pos- 
sible. In passmg it is of note that while discharged soldiers will 
come upon the labor market in a steady flow, the munitions workers 
are likely to be thrust upon it pell-mell in a body. In fact the crux 
of the problem is to prevent the disorganization of the labor market 
which the discharge of this large body of civilian workers threatens. 

In the second place the rate of absorption can be increased by 
a conscious policy aiming at a maintenance of the level of produc- 
tion and of emplo3anent. The underwriting of production risks, 
the apportionment of government orders, the careful planning of 
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the cancellation of government contracts, and like devices, already 
suggested in other connections, are means to this end. 

In the third place a temporary check upon the rate of flow into 
the labor market may be provided through buffer employment. 
National, state, and municipal governments alike need public 
works. Railroad extension and deferred maintenance, waterways, 
road construction and repairs, housing, public utilities of one kind 
and another are all worth undertaking. These expenditures are all 
subject to conscious public control. They can be made to yield 
employment just at a time when the threat of a glut of the labor 
market is most acute. Since the control which sanctions the proj- 
ect can also impose conditions these operations can be used to 
stabilize and standardize conditions of labor. But if these under- 
takings are left to the separate action of one federal government, 
forty-eight distinct states, and two hundred dties, the very pur- 
pose which they are to serve will be seriously impaired. There is 
every reason for thinking that imder so many separate plans the 
volume of employment will not progressively correspond to the 
need for it. Without interfering in the least with the right of state 
or dty to spend its money for what it likes, a consistent plan can 
be recommended to these varied authorities specifying the time at 
which each should begin its public works. By this device of 
"staggering" public works, employment can be foimd for the 
excess of labor which industry cannot take, it can expand as this 
surplus increases, contract as it contracts, and gradually pass off 
into nothing as the resumption of the ordinary industry of the 
country makes buffer employment unnecessary. 

To simi up, it is clear that the rate of absorption into industry 
is the active and variable factor in the demobilization problem. 
It must be adjusted to the rate of discharge from the army as well 
as the reverse. This can be done by the use of public works and 
a governmental plan for the speedy return of industry to a peace 
footing. This involves no policy of meddling on the part of the 
state. It implies no undue extension of control after the transition 
to peace has once been effected. It is a mere device of effective 
organization for meeting a crisis as grave as that presented by the 
war itself. 
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m. THE PROBLEM OF PERSONNEL 

Within the confines of this larger problem lie a multitude of 
particular problems relating to the adjustment of men and tasks. 
In the transition to peace there is grave danger of a reckless sacrifice 
^f human and material resources. If this is to be avoided, men 
must be put into positions for which their aptitudes and training 
fit them, and tasks must be assigned to those competent to fill them. 
To accomplish this the discharged soldiers must be distributed into 
occupational groups and the employment made available must be 
similarly classified. On this basis for each of the many groups an 
equality must be established between the rate of discharge and the 
rate of absorption into industry. This task falls natxurally into 
several parts, each calling for inq^uiry or decision. 

1. The coUectum of information. — ^A series of adjustments, as 
comprehensive and delicate as these, can be made, only on the basis 
of the most comprehensive and accurate information. This 
involves a classification alike of personnel and of positions. 

An adequate basis for the division of men into occupational and 
local groups is to be fotmd in the work already done by the Com- 
mittee on Classification of Personnel in the army., But since the 
object of classification in the demobilization period will be the 
utilization of men in an industrial system organized for peace, it ¥^11 
doubtless have to be amplified and revised. It is evident, for 
instance, that the pre-war experience of the soldier and his prefer- 
ence of work should co\mt more heavily than they do now. Since 
he must have a choice of work and of residence, there must be a 
cross-classification by localities in which soldiers prefer to settle. 
In all of this the revision of present lists must be guided by the 
fact that the classification is to be used for civilian rather than for 
military purposes. 

In a similar way a classification must be made of employment 
available at the end of the war in terms of demand by occupation 
and by locality. It is important that this also include the time at 
which various groups of positions will become available. 

2. The adjustment of men and places. — Such a census of men and 
employment will doubtless reveal many discrepancies between the 
sizes of occupational groups and the number of positions available 
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for them. If the classification of employment is limited to only 
those jobs which will be available at the end of the war in case the 
government furnishes no aid, its volimie will probably be found 
inadequate. For these reasons the most careful foresight is neces- 
sary to insxure the closest approach to an equality between the 
supply of and the demand for particular kinds of labor. 

To this end of closer equality occupational and local groups ouT 
be adjusted in response to the distribution of the demand for labot. 
A classification of men, not only by occupations for which they ar^ 
best fitted, but also in terms of the alternative employments in 
which they can engage, gives a wide margin for adjustment. In 
addition the skill and training of the men are not unchangeable. 
If an accurate estate can be made of the distribution of employ- 
ment at the end of the war, a system of vocational education may 
be used to increase the numbers in the occupational groups for 
which the demand is heaviest at the expense of groups less sought 
after. The comparatively slow rate at which the army will be 
demobilized gives ample time for the use of a system of this 1 
kind. 

In a similar way employment can, within prescribed limits, be 
adjusted to the capacities of the men. To that end each position 
available should be listed in terms of the occiipational qualifica- 
tions best suited, and those next best suited, to fill it. More 
important still, the employment made available by government 
action can be adapted to the distribution of skill and training 
among the men to be discharged. A careful comparison of the 
employment which will come without government action, distrib- 
uted by occupations and localities, with the personnel of the army, 
similarly distributed, will reveal the greater shortages in the 
demand for particular types of labor and in particular places. 
These shortages can be taken into account in formulating a plan 
designed to maintain the level of production and of employment 
during the transition period. This plan must provide for types of 
skilled labor which otherwise will be without a market. In par- 
ticular it is of note that the war has brought about a great increase 
in the niunber of the semi-skilled, particularly in the mechanical 
arts, for which some provision must be made. 
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3. The complicaticn of non-economic factors. — ^These problems of 
personnel are complicated by considerations of a personal and com- 
munity character. Shall priority in discharge be given to the man 
who has a business of his own at home, a job promised him there, 
or independent means and a willingness to shift for himself ? Shall 
prospective soldiers of fortune who wish to see Emrope or students 
who wish to enter European institutions be mustered out of service 
on the other side ? Shall married men be allowed to plead their 
status to gain an early retiun and shall those who have wives in 
France, England, or Ireland be cotmted, for this purpose, as "mar- 
ried men" ? These questions are typical of many wliich must be 
cleared up before the personnel question caja be settled. 

In addition, various community problems enter to confuse the 
matter. Housing, school facilities, decent working and living con- 
ditions, are of importance in the allocation of men. At a time when 
the government exercises such control over man power it is incon- 
ceivable that it should use a plan for returning soldiers to civil life 
which does not rest upon a determination to place them in such a 
way that they will have a chance to live healthy, decent, well- 
rotmded lives and to be socially minded residents in their respective 
communities. 

IV. THE PROBLEM OF MECHANISM 

The third of the problems of demobilization is that of creating 
a mechanism for the return of the soldiers to civil life. Demobili- 
zation will invol'^e not so much legislation as a series of administra- 
tive judgments, and its success will depend upon the quickness with 
which these can be made. This depends in the last analysis upon 
the range and accuracy of information at hand and upon a mecha- 
nism for translating judgments into accomplishments. This mech- 
anism must be at once comprehensive, flexible, and simple. It 
must include an organization and all the devices necessary for 
handling the men from the time their military duties are done 
tmtil they are^ again permanently re-employed. It involves an 
agreement between the War and Labor departments upon a com- 
mon noinenclature of occupational terms. It may necessitate the 
completion of the process of demobilization upon shipboard to avoid 
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delay in port. It will probably involve the reorganization of the 
army into new units, based upon occupational status, for demobi- 
lization purposes. Above all, the mechanism established must give 
expression to the fact that three thousand miles separate the main 
stream of new laborers and their new jobs, that inevitable delays 
will be experienced in placing men, and that expedition is the 
essential requirement of successful demobilization. 



V. THE END OF THE MATTER 

The purpose of this discussion has been to indicate the nature 
of the problem of demobilization, to resolve it into its various parts, 
and to point out the contingencies of fact and policy, determined 
or undetermined, upon which its solution must rest. The trans- 
lation of the program into terms of procedure and the allocation 
of the various tasks among the various governmental agen.cies 
which ramify from Washington are things of no interest to the 
reader of this article. 

Inevitably the question will be raised whether the problem can 
be handled in such a way as to prevent a glut of the labor market 
and its attendant consequences in the waste of himian and material 
resources. To this question an imcertain answer must be given. 
Fortimately several factors point to a favorable solution. There 
is every evidence that the discharge of men imder arms abroad will 
come slowly. The cancellation of government contracts and the 
indirect release of war workers is Ukely to be retarded. In deferred 
maintenance, in retarded industrial expansion, in depleted stocks, 
there is a considerable potential demand for goods that may imme- 
diately be quickened into actuality and into employment. 

But, when all is said, it cannot be overlooked that at bottom the 
problem is one of the rapid reorganization of an industrial system 
in which guidance resides in pecimiary motivation. It must readily 
be granted that the physical capacity of the coimtry holds places 
enough and to spare for all oiu: displaced laborers. But ordinary 
business principles and individual initiative cannot be depended 
upon to secure the desired result without great delay and great 
waste. A program of control can succeed. But, to be effective. 
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it must be based upon the most comprehensive and the most up-to- 
date information, it must combine harmoniously a series of closely 
related policies, and it must involve the most capable co-ordination 
of ejQfort to a single end among a large number of governmental 
agencies. Its success is contingent upon a series of quick adminis- 
trative decisions adapted to the rapidly changing circumstances 
of the problem. 

Its success is rendered all the more uncertain by three other 
eternal factors which confuse the problem. The first is public 
opinion. In its ignorance of industrial organization and its dis- 
regard of the questions involved in the problem it will cry out for 
a rate of speed which will tend toward industrial disorganization. 
The second factor is political pressure. By congressional fiat some 
of the issues of the problem are already beyond administrative con- 
trol. Others run counter to the laudable ambition of many con- 
gressional leaders to get out of the war with the utmost dispatch 
and to stop expenditure at the earliest moment. The third factor 
is that of administrative personnel. ' A program must be converted 
into action by men many of whom are too much concerned with 
the prestige of their own departments to do effective co-operative 
work. More serious still, it has always been unfortunately true that 
many administrators can deal with a problem only after it has been 
converted into a series of contacts with people who coimt, and 
consequently has become a mere means to personal prestige. But, 
however these factors may coimt in the balance of forces for or 
against an intelligent solution of the problem, we shall see what 
we shall see. 
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PRODUCTION AFTER THE WAR 

There appears to be a widespread belief that the chief industrial 
task for a long period of time will be the replacement of the capital 
equipment and durable consimiption goods that have been worn 
out or destroyed during the war, and that the capital equipment — 
the tools of production — ^has been so impaired in at least certain of 
the belligerent countries that production will not reach the normal 
maximum for several years. It is the purpose of this paper to show 
that this belief is unwarranted. To this end an analysis will be 
be made of the statistics of occupations to determine what portion 
of the economic energy of the United States is normally devoted 
to the repair and replacement of the goods in question. 

I. PRODUCTION OF DURABLE GOODS 

In 1910 there were 38,167,336 persons ten years of age and over 
gainfully employed in the United States. These were distributed 
among the various occupations as follows: 

OCCUPATIONAL CLASSIFICATION OF PERSONS GAINFULLY 
EMPLOYED IN iqio* 

No. Engaged PereeaUge 

Agriculture, forestry, and animal hus- 
bandry 12,665,693 33.2 

Extraction of minerals 1,059,961 3.8 

Manufacturing and mechanical industries . 10,855,224 28 . 4 

Tran^x>rtation 3,199,069 8.4 

Trade 4,347,oi4 114 

Public service (not elsewhere classified) . . . 532,753 i .4 

Professional service 1,712,489 4.5 

Domestic and personal service 3)795)133 9-9 

Total 38>i67>336 100. o 

> CompOed from Table VI, general Ubki, Vol IV, ol the TKirteenth Cenaut. This Uble diffeit 
from Table I, Vol. IV, ol the Crasus, in that pemns engaged in clerical occnpationi are distributed 
thfoogh the other occapatiaoa. 

941 
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It thus appears that approximately one-third of the persons gain- 
fully employed were engaged in agriculture, forestry, and animal 
husbandry, a little more than one-third in the manufacturing and 
mechanical industries, transportation, and the extraction of min- 
erals, and a little less than one-third in trade and in public, pro- 
fessional, and personal service. It is evident that of these eight 
classes of occupations those persons that were engaged in the pro- 
duction of durable goods will be found in the first four classes, with 
slight additions from the fifth and seventh classes. 

Considering each of these six divisions in order, we find, first 
that of those engaged in agricultxure, forestry, and animal husbandry 
the following niunber of persons may be considered as having been 
engaged in the production of durable goods: 

Penons Engftiged 

Nurseiy and orchard foremen, managers, and laborers 37,632 

Ditchers , iS^iqS 

Irrigators and ditch tenders 2,883 

Blacksmiths, engineers, and machinists 3)^77 

Farmers and farm laborers 590,000* 

Forestry 178,372! 

Total 827,962 

* AaBoming that 5 per cent of the woik of the fannfln and fann laborers is devoted to the con- 
stmction and repair of farm equipment, 
t Indudes woodsmen and lumbermen. 

In arriving at the niunber of persons within the second group 
that were engaged in the production in question, thbse that are 
listed as engaged in production that does not issue into durable 
goods will be deducted from the total mmiber engaged in the 
extraction of minerals. The following may be said to belong to 
this group of producers: 

Persons Engaged 

Coal-mining 521,745* 

Salt mines, wells, and factories 6,176 

Oil wells and gas wells 55i30S 

Total 583,226 

*This is seven-ninths of the total number of persons engaged in ooal-mininc . About one-third 
of the ooal mined is used in manufacturing, and about two-thuds of the manuMCtuies, reckoned on 
the basis of persons employed, as is shown later, are durable products. 
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Deducting this sum from the total niunber of persons engaged in 
the extraction of minerals, 1,059,961, we have 476,735 persons in 
this group whose labor resulted in the production of durable 
goods. 

Following a similar method in arriving at the niunber of persons 
in the manuf actiuing and mechanical industries group who may be 
counted as engaged in the production of dxurable goods, the follow- 
ing deductions may be made from the total niunber of persons 
engaged in these occupations: 



Chemical and allied industries, excluding paint and 

fertilizer factories 89,762 

Cbthing 677,853 

Food and kindred products 4^5iB90 

Leather industries, not including harness and saddle 

factories 303480 

Liquor and beverage industries 99»ii5 

Box factories 16,944 

Paper and pulp industries 126,827 

Printing and bookbinding 353>965 

TextUe 836,481! 

Broom and brush factories 16,238 

Button factories i4»777 

Cigars and tobacco factories i94»502 

Electric Ugfat and power plants 60,595 

Gas woriLS 45i07o 

Oil refineries 35»966 

Rubber factories 56)308 

Straw factories 7,107 

Total 3,349,78ot 

*D«luctioiii were made in the case of each of Umm faidiistilea of pertons eofaged in repair wock 
about the plants. 

t EicMing carpet mills and saQ, awning and tent factories. 

i "Other mJscrilatifioqs iadostiies" and "other not specified indottiies" in wUch s$S*57> penoos 
were engaged are counted as {wodnoea of durable goods. 



Deducting this siun from the total number of persons engaged 
in the manufacturing and mechanical industries, 10,855,224, there 
remain 7,505444 persons in this group that may be considered as 
engaged in tJhe production of dxurable goods. 
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Turning next to a consideration of those who were engaged in 
transportation, the following may be said to have been engaged in 
producing durable goods. 

Construction and repair in water tranqx>rtation 4>503 

G>nstruct]on and maintenance of streets, roads, 

sewers, and bridges 223,215* 

Electric and street railways 43,383t 

Steam railroads 708,435^ 

Telegraph and telephone 46,6i2{ 

Express companies 238II 

"Other and not ^)edfied transportation" (laigely 

inpc lines) Zfil^^ 

Total 1,030,262 

* Total mimber leportad, iir hiding deiks, etc, bot wrrhwliiig bridge- and toOgate-tenden , lamp- 
Ugktai, and stieet-dcanera. 

tMcmbef* of akiUed tiadee, Unemen, car-icpairen, and laboien. 

% Members of fkilled trades, bridgemakers, car-repairers, lalxuren, and section bands. 

I Members of skilled trades and Unemen. 

II Members of skilled trades. 

\ Rachding oimers, agenU, and derks. 

Lastly, of those who were engaged in wholesale and retail trade, 
125,000, the estimated niunber of those trading in durable goods, 
may be included here, and also, 118,733 of those who were render- 
ing professional service, this being the nimiber listed as engaged 
in the scientific professions. 

Combining the results of the foregoing computations, we have 
the following: 

PERSONS ENGAGED IN THE PRODUCTION OF DURABLE GOODS 

Agriculture and forestry 827,962 

Extraction of minerab 47^,735 

Manufacturing and mechanical industries 7,505,444 

Transportation 1,030,262 

lYade and profesuonal service ^43,733 

Total 10,084,136 

The number thus derived is less than 26 per cent of the total 
number of persons reported as gainfully employed in the year in 
question. How exactly this represents the proportion of the indus- 
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trial population that is normally engaged in the production and 
repair of diurable goods it is difficult to say. In the first place, 
census statistics are somewhat unreliable, and, further, the 
classifications as given in the census make a study such as this 
dependent in considerable part upon estimates. This result is 
offered only as an iq>proximation, but it is believed to err in the 
direction of overstating the nimiber engaged in the production of 
durable goods rather than the reverse. The niunber of persons 
who are counted as having been engaged in the production of 
durable goods within the mining and manufactiuing groups was 
determined by deducting from the total nimiber engaged those 
shown to have, been engaged in the production of non-durable 
goods rather than by counting those who were definitely listed as 
engaged in work that results in the production of diurable goods. 
Further, the definition of diurable goods as here employed includes 
all* industrial equipment, all means of transportation and com- 
munication, all buildings, public and private, all household furnish- 
ings, and all household equipnient that is made of wood or metal. 
If the nimiber of persons engaged in the production of vehicles, 
automobiles, and household furnishings and equipment were 
excluded from the group of producers of durable goods, the num- 
ber remaining, it would seem, would be well below 25 per cent 
of the total number gainfully employed. 

n. PRODUCTION OF CAPITAL EQUIPMENT 

The foregoing analysis included a large number of goods that 
in no way condition the productive capacity of a community. 
Productive ability depends primarily upon factories and factory 
equipment, agricultural implements, and railway transportation. 
Since the purpose of this part of the analysis is to afford some esti- 
mate of the length of time that will be required to regain normal 
maximum production in the belligerent countries, the investigation 
will be limited to these forms of capital equipment. And since the 
lack of repair and construction of these capital goods during the 
war has been due to the absence of wage-earners rather than to 
the absence of officials or office employees, and will be made up by 
their return, the number of wage-earners rather than the total 
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number of persons engaged in the production of these goods will 
be considered as the decisive factor. 

The count of wage-earners in this class of production will be 
made largely from data contained in the abstract of the census of 
manufactures for 1914. This census covers establishments which 
had a value of products of at least $500 for the given year. The 
nimiber of wage-earners reported is the average number employed 
during the year. The fact that there was considerable unemploy- 
ment during 1914 makes the data for this year somewhat unsatis- 
factory for this purpose, but as allowance can be made for this fact 
it is advisable to use this census rather than that for 1909. 

Data are not available as to the labor power devoted to the 
construction and repair of factory buildings, but the census for 
1910 shows 1,661,094 persons engaged in the building trades. It 
is perhaps safe to assume that not more than 10 per cent of the labor 
of these persons is devoted to the repair and construction of f act6ry 
buildings.' On this assumption, after first augmenting the nimiber 
by 6 per cent, which was the rate of increase in the niunber of 
wage-earners in the manufacturing industries from 1910 to 1914, 
there were 176,076 persons employed in the construction and repair 
of factory buildings in 1914. 

Turning next to a consideration of the niunber of wage-earners 
employed in the manufacture of factory machinery, we find that in 
1914 there were 362,471 wage-earners employed in the manufacture 
of foimdry and machine-shop products. These products are classi- 
fied imder 18 divisions^ into 647 products, comprising almost all of 

' Estimated on the basis ef the number engaged in manufacture as compared 
with the number engaged in trade and professional service and as compared with 
the total population, and also by comparing the total value reported for farm build- 
ings in 19 10, $6,325,451,000, with the combined capitalization of all manufacturing 
establishments for 1909, which was reported as $18,428,270,000. 

* Products intended for general use. 

Machines and articles for use in the manufacture of food and kindred products. 

Machines for use in the textile industries. 

Machines and articles for use in the manufacture of iron and steel and their 
products. 

Machines for use in the manufacture of Umiber and timber products. 

Machines for use in the nuinu^u^ture of leather and its finished inxxlucts. 
(Note 9 oontinaed on opposite page] 
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the factory machinery produced and, in addition, certain articles 
that are designed for household consumption. There are, however, 
articles of factory equipment, listed elsewhere in the census, which 
must be included here. The establishments which were devoted 
to the manufacture of electrical machinery, apparatus, and supplies 
employed 1 18,078 wage-earners. The value of subsidiary electrical 
products manufactured by other firms was 7 . 2 per cent of the value 
of the product of these establishments. The classification of the 
electrical products with their values shows that at least one-fourth 
of the total may be reckoned as not intended for use in factories. 
Increasing the niunber of wage-earners reported by 7 . 2 per cent 
and reducing the total by one-fourth, we have 94,935 as the number 
of wage-earners who may be said to have been engaged in the pro- 
duction of electrical factory equipment. Engines, steam, gas, and 
water, engaged the services of 29,657 wage-earners. In terms of 
value, 45 per cent of the engines produced were designed for use 
outside of factories. On this basis 16,310 wage-earners were pro- 
ducing engines for factories use. In the making of gas machines 
731 wage-earners were employed, and 6,188 were employed in the 
production of steam and other power pmnps, which may be included 
here. Four thousand nine hundred and fifty-three wage-earners 
were employed in making machinists' tools, 3,643 in producing 
machine iScrews, 4,560 in making saws, and 7,639 in producing tools 

Machines for use in the manufacture of paper and of articles from paper, and in 
the printing, publishing, and allied industries. 

Machines and other products for use in the manufacture of liquors and beverages. 

Machines and devices for use in the manufacture of chemical and allied products. 

Machines and supplies for use in the manufacture of stone, day, and glass 
products. 

Machines and materiab for use in the manu&u:ture of metals and metal products 
other than iron and steel. 

Machines for use in the manufacture of tobacco. 
^ Machines and materials for use in the manu&u:ture of vehicles for land tran^>or- 
tation and by railroad repair shops. 

Machines and devices for use in building and equipping ships. 

Machines and appliances for use in the manufacture of the miscellaneous group 
(excluding shipbuilding). 

Products intended for use in manufactures in general. 

Products intended for use in mining. 

Products intended for use in agriculture. 
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which were not specified. One-half of each of these last two totals 
may be estimated as representing the part of the production that 
was designed for use within factories. In the manufacture of sew- 
ing machines and attachments 14,308 wage-earners were employed. 
Perhaps at least one-half of this product was for home use riather 
than for use in factories. Bringing these data together we have 
the following result: 

PRODUCTION OF FACTORY EQUIPMENT 

Wace-Eamers 

Factory buUdings 176,076* 

Foundiy and machine-shop products 362471 

Electrical machinery apparatus and supplies 94)935* 

Engines 16,310* 

Gas machines 731 

Pumps, steam and other power 6,188 

Machinists' tools 4,953 

Machine screws 3*643 

Saws 2,280* 

Tools "not ^ledfied" 3,820* 

Sewing machines and attachments 7>i54* 

Total , : 678,561 

*E«dmatecL 

Thus the total number of wage-earners employed id the pro- 
duction of factory machinery and in the construction and repair of 
factory buildings in 1914 was less than 2 per cent of oiu: industrial 
population, assimiing that 40,000,000 persons were gainfully 
employed in that year, and the number of wage-earners employed 
in the production of factory machinery alone was but slightly more 
than 1} per cent of the industrial population. 

The manufacture of agricultural implements requires the serv- 
ices of but a very small number of wage-earners, 48,459 persons 
being reported as employed as wage-earners in this industry in 
1914. To this number may be added one-tenth of the total nimiber 
of wage-earners employed in the manufactiure of engines, 2,966, as 
traction engines made up one-tenth of the value of the engines 
produced. It may also be noted that a few agricultural implements 
were included with foimdry and machine-shop products. 
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The relatively small amount of labor power that is devoted to 
the manufacture of machinery in the United States is not due to 
an excess of foreign imports of machinery over exports. In fact, 
our exports of machinery greatly exceed our imports. For the 
fiscal years ending June 30, 1913, 1914, and 1915, the value of such 
e}q[>orts, machinery and agricultural implements, was respectively 
22, 22, and 20 times the value of the machinery and agricultural 
implements imported.' 

The StaHsHcs of the Railways in the United States for 1914, pub- 
lished by the Interstate Commerce Commission, gives the following 
data relative to the niunber of persons employed in construction 
and repair work upon our railways: 

RAILWAY EMPLOYEES 

Machinists 56468 

Carpenters 721923 

Other shopmen 256,133 

Section foremen 44*977 

Other trackmen 337>45i 

Total 7671952 

The abstract of the census of manufactures lists 71,679 wage- 
earners as employed in the construction of cars and locomotives by 
companies other than railway companies. This makes in all 
839,631 wage-earners employed in railway repair and construction. 

Combining the foregoing data we may arrive at the total niunber 
of wage-earners employed in the construction and repair of factory 
and railway equipment and agricultural implements. 

REPAIR AND CONSTRUCTION OF SELECTED FORMS OF 
CAPITAL EQUIPMENT 

Wace-Earoen 

Factory btdldings and machinery 678,561 

RaOway rolling stock and roadway 839,631 

Agricultural implements S^A^S 

Total 1,569,617 

The foregoing number does not include all of the wage-earners 

whose labor contributed to this production. Particularly, no 

> Monthly Summary of the Foreign Commerce of the United States, June, 1915. 
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accotint has been taken of the labor required to produce the raw 
material necessary to the construction and repair of these capital 
goods. As the present purpose is to afford some basis for judgment 
as to the length of time that will be required to make up the war 
loss that has been suffered in the equipment imder consideration, 
and as the volume of raw materials now being produced for military 
production is more than adequate for this purpose, it was not 
deemed necessary to include an investigation of the labor required 
for the production of the raw materials employed in this capital 
production. 

The preceding figure is also offered only as an approximation. 
Accepting it as such, and augmenting it by lo per cent to allow 
for the tmemployment during 1914, we reach the conclusion that 
approximately 1,727,000 wage-earners were normally devoted to 
the production in question four years ago. This was but slightly 
more than 4} per cent of oxu: industrial population. 

m. CONCLUSIONS 

It is evident from the foregoing investigation that the task of 
repairing the waste of war suffered by the principal forms of capital 
equipment is far from prodigious. In our own case we have sxiflBi- 
dent man power in the military service and in mimition production 
to make good in an incredibly short time any loss which we have 
suffered in factory or railway equipment or agricultural implements. 
If the repair and construction of these goods has been only 50 per 
cent of normal during the past twelve months, on the basis of the 
foregoing coimt the men now in military service could make up the 
loss in less than three months if their labor were applied to this 
end. Of course, the labor released by the termination of the war 
cannot be directed wholly to this work of replacement, but the 
volume of labor to be released is so large proportionately to the labor 
power normally devoted to the construction and repair of capital 
goods as to clearly indicate that lack of labor need not long delay 
the repairment necessary for the production of the normal volume 
of the peace-time output. To a somewhat lesser degree this should 
be true also of England and France, and even of Germany. It also 
follows, obviously, that the demand on the part of the entrepreneurs 
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for labor with which to replace the decline in capital equipment 
which they have suffered cannot be considerable. 

Further, the work of bringing out total stock of durable goods 
up to normal is also less formidable than is commonly assumed. 
While the maintenance and extension of these goods have suffered 
somewhat during the war/ production in these lines has been far 
from checked. If, however, we assume it to have been only 50 per 
cent of the normal during the past year, then, on the basis of the 
count in the first section, the men now in military service represent 
enough labor power to make up the loss in a little more than a year. 

Conspicuous among the forms of durable goods that have 
suffered in upkeep and extension during the war are buildings and 
roadways. But as the total number of persons engaged in the 
building trades in 1910 was less than one and three-quarter millions, 
and the number engaged in the construction and repair of roadways 
was less than a quarter of a million, it is evident that such work 
cannot absorb a proportionately large amount of the labor released 
at the termination of the war. Construction work may be expected 
to represent more than a normal proportion of our economic output 
during the next few months and should be encouraged as a means 
of alleviating the unemployment that may accompany the shift 
from war production to peace-time production, but the large part 
of our economic energy now, as before the war, will be devoted to 
the production of consimiption goods and largely to the production 
of non-durable as compared with durable consimiption goods. 

H. Gordon Hayes 

Yale University 
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THE TAXABLE INCOME OF THE UNITED STATES 

This study attempts to determine the national income of the 
United States and the portion thereof subject to excess-profits and 
income taxes for the years 1917 and 1918. It divides itself into 
two parts: first , a study to determine the national income for the 
year 191 7 and to set forth the factors which will govern its increase 
in 1918; djAySecandj a study of the taxable net income of the people 
of the United States subject to excess-profits and income taxation. 

I. NATIONAL INCOME FOR 1917 

The national income or dividend, as the term is commonly 
xised by economists and statisticians, consists primarily of the sum 
total of goods and services produced for exchange by the labor of 
hand or of brain through the utilization of our national resources. 
To this are usually added some goods which are consumed by the 
producer or his family, such as the fuel and food produced by the 
farmer and his laborers for home consumption. It is not customary, 
however, to add such things as the garden products of the laborer 
who does not produce them as a commercial pursuit, or the services 
of the housewife to her family. 

The product brought forth by all these industrial activities 
. would be completely represented by an inventory of the goods and 
services produced within the year. Such an inventory has never 
been undertaken. Even if it were available it would be defective 
for our present purpose, because it would be impossible to make a 
summation of the various products and set them forth as a total 
which could be compared with the needs of the government for 
carrying on the war. No practical simimation thereof can be 
* made except in money terms, and the national income is here 
stated in money imits rather than in imits of physical product. 

All the goods thus produced are normally sold, and the prices 
which they bring become the gross income of the entrepreneurs 
who undertook their production. A part of this price must be paid 

9Sa 
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to others who have furnished land, labor, capital, or other material 
which was used in bringing forth the goods. What remains of 
the price of the product after paying these factors is the net income 
or profit of the owner of the enterprise. The amounts paid to the 
landowner, the capitalist, the laborer, or the producer of raw 
material used in manufacture, constitute in turn their income from 
the productive operation in question. The sum total of our national 
product is thus distributed as money income to those who furnish 
labor, land and other natural resources, capital, or materials, to be 
used by the business men who conduct and assume the final risk of 
productive operations. 

It is possible, therefore, to arrive at the national incoine in '^ 
either of two ways. The first is to add together the value of all the 
products brought forth within the year in excess of the amount 
thereof that is needed to maintain intact our existing stock of 
wealth. The second method is to add the incomes of all individuals 
and the undistributed income of corporations and thus arrive at a . 
smnmary of income; this simmiary of individual incomes should 
correspond exactly to the total national product. The choice.* 
between these methods must be governed by the available statistical 
data. We have chosen the first and have sought to determine the 
net value that has been added to the output of the nation by ' 
farmers, their families and laborers; by manufacturing plants and 
workers; by those engaged in operating our transportation facil- 
ities; by the extraction of minerals; by our public utilities; by 
those who are engaged in merchandising, at wholesale and at retail; 
and by the professions of all classes. In arriving at the product 
of each of these groups the statistics of the various government 
bureaus and departments have been employed. Sometimes these 
statistics give the gross output only. Since the materials used by 
the industry in question are the products of other industries, it is 
necessary to ascertain and deduct the value of the materials used 
to avoid double counting. 

The estimates of national income .which have been used in dis- 
cussing matters of war finance have varied so widely, and the one 
here presented is so much larger than some of those commonly 
given, that it is worth while comparing it in detaO with the more 



Digitized by 



Google 



'■ \ 



954 JOURNAL OP POLITICAL ECONOMY 

important published figures of national income. Four estimates 
of national income made recently have attracted wide attention. 
The one most widely quoted was made by Professor W. I. King, 
then of the University of Wisconsin, in his book entitled The Wealth 
and Income of the People of the United States, which appeared in 
1915. He placed the national income for 1910 at $30,500,000,000. 

TABLE I 

Total National Product for 191 7, by Industries 

Extractive, manufacturing, and public utilities: 
Famiers and fami laborers, including 

the members of their families $14,500,000,000 

Manufacturers and manufacturing la- 
borers 25,800,000,000 

Mine (praters and miners 3,675,000,000 

Steam railroads and their employees. . . 3,040,000,000 

Public utilities and their employees — 2,750,000,000 

Subtotal $49,765,000,000 

Mercantile and professional activities: 

Wholesale merchandisers $ 2,250,000,000 

Professional services 2,500,000,000 

Retail food dealers 2,000,000,000 

Services rendered by others, including 

government employees 9,000,000,000 

Subtotal $1 5,750,000,000 

Total national income $65,515,000,000 



The Hon. A. C. Miller, of the Federal Reserve Board, believes 
'Hhere is warrant for the opinion that the industrial and business 
income of the people of the United States for the year 1917 may 
come dose to fifty billions of dollars." The details of this estimate 
are presented in a paper entitled "War Finance and Inflation," 
which appeared in the Annals of the American Academy of Political 
and Social Science for January, 1918. Both of these estimates have 
been made by computing the product of the various industries in 
the same manner that is here employed. 

Professor King also distributed the total national income thus 
arrived at into family groups. Starting with this distribution, the 
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Bankers Trust Company of New York City estimated the national 
income of the people of the United States for 1916 at $50,000,- 
000,000, and for the year ending June 30, 1919, at $60,000,000,000. 
The detailed figures appear in their pamphlets What Is My Share ? 
pubUshed in March, 1918, and Twenty-Four Billian, pubHshed in 
September, 1918. These figures did not purport to be an inde- 
pendent computation of national income but were taken as a con- 
servative minimum estimate for the purpose of distributing the 
burden of financing the war among the various recipients of income. 
The fourth estimate is that of Professor B. M. Anderson, Jr., of 
Harvard University, who places the national income for 1917 at 
$68,000,000,000 in an article for the New York Times Annalist, 
January, 1918. He arrives at this figure by taking as a point of 
departure Eling's estimate of $30,500,000,000 for 1910 and increas- 
ing it by a factor which expresses the increase in the quantity of 
physical product multiplied by the rise in the general price level as 
shown by Dim's index nxmiber. He takes as his index of increase 
in production the growth of railway gross revenues, on the assimip- 
tion that transportation is a function of production as regards both . 
raw materials and finished product. The growth in the volume of 
transportation is therefore a measure of the growth in production. 
Professor Anderson finds that the increase in production from 
1910-17 was 31 per cent, and that the increase in prices over the 
same period was 71 per cent. His computation, then, was as 
follows : $30,500,000,000 Xi. 31X1.71= $68,300,000,000 of national 
income for 191 7. 

The estimates of Professor King and Mr. Miller were made by . 
the same method that has been used in this paper. Table U shows 
in detail the diflferences between the estimates of King and Miller 
and those here presented. The estimates of national income pro- , » 
duced by the extractive, manufacturing, and public-utility indus- \ 
tries are based upon more adequate statistics than are those for 
commercial and professional service. It is significant that in the 
estimates shown in the table the striking increase, both of 1917 
over 19 10 and of the figures presented in this memorandimi over 
those of Mr. Miller, is for the industries where our statistics are 
most adequate. The rate of increase over King's figures for 19 10 
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is i6i . 5 per cent in these industries, while for the more speculative 
portion of the estimate it is only 37 per cent. The increase taken 
is therefore conservative. The increase shown over Mr. Miller's 
figures is in the two items of manufacturing and public utilities. 
He states that the product of manufactures is conjectural, for the 
reason that it had to be estimated largely from incomplete output 
and price data. The difference here shown is to be ascribed 
principally to the more adequate statistics concerning manufac- 
tures afforded by the returns by manufacturing corporations to the 
Conmiissioner of Internal Revenue. The figure of gross income, 
being their sales minus the cost of materials used, was compiled 
by the Department of Internal Revenue in 19 16 for the first time.' 
Manufacturing output for 19 17 was somewhat larger than for 
19^6; by applying to the 1916 gross income the increase in the 
prices of manufactured products we have arrived at a dose approxi- 
mation of the total product of manufactures for the latter year. 
The latest statistics for steam railroads and public utilities have 
made possible a closer estimate of the product of these industries 
than could be derived from the figures available earlier, 

TABLE n 
Comparison of Estimates of National Income 



Industry 


W.LKiiif 
xgxo 


A. C. MiUer 
igi6-i7 


David Friday 
igi7 


Extractive, inanufcu:turing, and 
public utilities: 
Agriculture . •. 


$ 6,842,000,000 
8,200,000,000 

3 ,000,000,000 


$14,300,000,000 

14,800,000,000 

3,500,000,000 

3,500,000,000 


$14,500,000,000 

25,800,000,000 

3,675,000,000 

5,790,000,000 


Manufacturing 


Mining 


Steam railroads and public 
utilities 




Subtotal 


$19,018,000,000 
11,511,000,000 


$36,100,000,000 
1 3 ,600,000,000 


$49,765,000,000 
15,750,000,000 


Commercial and professional. . . 


Total 


$30,529,000,000 


$49,700,000,000 


$6^,^1^,000.000 







The explanation of the increase in our national income is to be 
found in the increased demand for American goods at high prices 
brought about by the European war. The motive for production 
is profits. When prospective profits are large, producers employ 

* Statistics of Income for igz6, pp. 38-41. 
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their plants and the available labor power of the country to the 
full. The outbreak of the European war transformed the whole 
scale of economic values in England and France. Previoiisly \ 
these nations had set aside and saved a large portion of their national 
income and invested it in foreign countries. Before the war such 
investments in England alone totaled $^7,000,000,000.* In 1915 , 
our present Allies became willing and anxious to devote not only 
their entire current productive capacity but their accumulated 
savings as well to the purchase of goods and services that would 
aid them in the prosecution of the war. They were willing to 
mortgage their future national income by floating government 
loans in the United States and to sacrifice at bargain prices their 
holdings of American securities, all to the end of securing immediate 
purchasing power to be expended in the attainment of military 
victory. The United States was the one coimtry whose industrial 
condition enabled it to be of signal service to the Allies. As a 
consequence these new economic valuations, bom of this new end ^ 
to be attained, were reflected in an unprecedented demand for 
American products at highly profitable prices. All these influences, 
aided and supported by the rapid expansion of bank credit, main- 
tained prices of products at a level which gave every incentive to 
bring our productive activity to its full capacity. 

After the United States entered the war contracts for war work 
were let at prices which were certain to afford large profits or else 
on "cost plus'* contracts under which the government assiuned 
the responsibility of labor and materials and assured the producer 
at least a minimum profit. Under these conditions the high tide 
of productive activity which had been reached was not only main- 
tained but augmented because of the extensive improvements 
which had been made in the plants of our manufacturing, public- 
utility, and mining industries. These had been extended at an 
unprecedented rate during the two years previous to our entry 
into the war. More than $25,000,000,000 were invested in plant 
and working capital of corporations, farms, and other business 
enterprises of the United States during the three years ended 
December 31, 1917. All these plant extensions were of the most 

' J. A. Hobson, Export of Capital^ p. 162. 
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modem labor-saving type and have added largely to our actual 
and prospective power of production. Our national money 
income is the resultant of our output of physical goods and services 
computed at the prevailing prices. A careful study of the physical 
product during 191 7 as compared with the pre-war period shows 
that this increase in physical output was at least 25 per cent and 
possibly as high as 33J per cent. The index number of wholesale 
prices compiled by the Bureau of Labor Statistics, which covers the 
largest niunber of commodities and is the most scientifically con- 
structed of all the index numbers, shows an increase of prices dur- 
ing 1917 over 1913 of 75 per cent. When these two fact<Hs <rf 
increase are taken into consideration the increase in national income 
here shown is bdieved to be conservative. 

n. NATIONAL TAXABLE INCOME 

National taxable income is a legal as well as an economic con- 
cept; it includes only that part of the national income which comes 
within the scope of the tax laws. All the smaller personal incomes 
are excluded, as are incomes derived from states and mxmidpalities, 
either as salaries or interest on bonds. Interest on certain bonds 
of the federal government and income received in kind, such as 
the rental value of the house occupied by its owner and the food, 
fuel, house rent, and other services which the farmer enjoys from 
his farm, are also excluded at present. 

The aggregate net income shown in the personal returns filed 
for the calendar year ended December 31, 1916, by persons and 
corporations was $15,000,000,000; the aggregate shown by persons 
and corporations for the year ended December 31, 1917, will be 
$23,000,000,000. The amounts returned by persons and corpora- 
tions respectively are shown in Table III. Not all of the income 
reported pays taxes. JX is estimated that of the amount reported 
by individuals, $4,700,000,000 was subject to the normal income 
tax. In addition, $2,700,000,000 of income which did not pay 
normal taxes paid surtaxes, making a total of $7,400,000,000 of 
personal income which paid normal taxes or surtaxes in 1917 as 
against $4,266,000,000 in 1916. All of the income reported by 
corporations which is not taken as excess-profits tax is subject to 
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the nonnal corporation-income tax. Thus $17,900,000,000 of the 
national income for 191 7 had taxes levied upon it. Table IV 
shows the comparative figures of income-paying taxes in 1916 and 
1917. The taxes assessed against these incomes in 1916 were: 

Corporate income $171,805,150 

Individual income, nonnal 51^40,55^ 

Individual surtax 121,946,136 

Total $345,191,844 

TABLE m 





1916 


1917 


Corporatioiis 


$ 8,766,000,000 
6,298,000,000 


$10,500,000,000 


Incbvidtuils 


12,500,000,000 






Total 


$15,064,000,000 
2,136,000,000 


S 2 ^ .OOOtOOOaOOO 


Less duplication on account of indi- 
vidua] returns consisting of dividends 


3,000,000,000 


Net income represented by returns . . . 


$12,928,000,000 


$ 20,000,000,000 



TABLE IV 





Z9Z6 


1017 


CoTDorate income 


$ 8,766,000,000 
2,572,027,890 
1,694,058,067 


* 
$10.^00.000,000 


Personal mcome subject to normal tax 

Personal income subject to surtax only 


4,700,000,000 
2,700,000,000 


Total 


$13,032,085,957 


$17,900,000,000 





For 19 1 7 we estimate that the taxes assessed will be as follows: 

Income tax: 
Personal 

Nonnal $ 130,000,000 

Surtax 600,000,000 

Corporation 528,504,000 

Excess-profits tax: 

Individuals and partnership 100,000,000 

Corporations 1,691,600,000 

Total $3,050,104,000 

There are two reasons for this increase in taxable net income, 
one legal and the other economic. The legal reason is the change 
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in the uicome-tax law which lowered the exemption from $4,000 
for married persons and $3,000 for single perscms to $2,000 and 
$1,000 respectively. This brought in 2,400,000 returns approxi- 
mating $5,000,000,000 of income which would not have been 
reported under the previous exemptions. The economic reason for 
the increase is the larger national income. 

The manner in which the personal and corporate incomes sub- 
ject to taxation have grown since the pre-war period is shown by 
Table V. • The figures for the year 19 17 are of necessity based upon 
estimates. The best data available indicate that there are 2,400,000 
returns of incomes less than $3,000 and 700,000 returns of incomes 
over $3,000. It has been assumed that the incomes of less than 
$3,000 will average slightly over $2,000 each. In view of the fact 
that these returns show on the average $700 of taxable income, this 
estimate of average income seems conservative. 

TABLE V 
(000 omitted) 



FiKalYear 


Personal 
Income 
Reported 


Personal 

Income 

Subject to 

Normal Tax 


AddiUonal 
Income 

Subject to 
Surtax 


Total 

Personal 

Income 

Pa3ring Taxes 


Corporation 

Income Subject 

to Income and 

Excess-Profits 

Tax 


Total Income 
Subject to Tax 


1913 

1914 

19IS 

1916 

1917 


$3,900,000 
4,000,000 
4,600,000 
6,298,000 

12,500,000 


$1,527,364 
1,655,949 
2,399,578 
2,572,028 
4,700,000 


$ 817,000 

735,000 

1,425,000 

1,694,058 

2,700,000 


$2,344,364 
2,390,949 
3,824,578 
4,266,086 
7,400,000 


$ 4,339,000 

3,710,000 

5,184,000 

8,766,000 

10,500,000 


$ 6,683,364 

6,100,949 

9,008,587 

13,032,086 

17,900,000 



The number of returns over $3,000 shows an increase of 60 per 
cent over 1916. There is no way at the present time of telling 
how these returns are distributed, but it is certain that the increase 
is for the most part in the lower incomes. We have estimated 
that the total income reported by all people making returns of 
$3,000 or over will be $7,500,000,000, an increase of approximately 
20 per cent over 1916. This, added to the $5,000,000,000 of 
incomes under $3,000, gives the total of ^^proximately $12,500,- 
000,000 shown above as the amount of personal income for 191 7. 
The assumption that the increase in the nximber of returns was 
confinjed entirely to the lower income ranges may seem unwarranted 
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in view of the experience of 1916 and 1915 as compared with 1914, 
since in both those years the increase in number of returns was 
much greater in the upper income ranges than in the lower. 

Table VI shows the number of returns at each income range and 
the rate of increase for 1915 and 1916 over 1914. In comparing 
1917 with 1916 and 1915 we must remember that these years were 
years of rising prices in the security market, while 19 17 was a year 

TABLE VI 
Incomb-Tax Statistics* 





Total Number of Return 


Percentage 


Percentage 'N 
of X916 to \ 


Incomes 








of X916 to 










19x4 


19x5 [ 




X0X4 


191S 


19x6 






$ 3,000-$ 4,000. . . . 


82,754 


69,045 


85,122 


102.8 


123.3 


4,000- s,ooo. . . . 


66,525 


58,949 


72,027 


108.3 


122. 2 


S,ooo- 10,000 


127,448 


120,402 


150,551 


118. 1 


125.0 


10,000- 15,000 


34,141 


34,102 


45,305 


132.7 


132.9 


15,000- 20,000 


15,790 


16,475 


22,621 


143.3 


137.3 


20,000- 25,000 


8,672 


9,707 


12,956 


149-4 


132.4 


25,000- 30,000 


5,483 


6,196 


8,055 


146.9 


130.0 


30,000- 40,000 


6,008 


7,005 


10,068 


167.5 


143 7 


40,000- 50,000 


3,185 


4,100 


5,611 


176. 1 


136.8 


50,000— 100,000. . . . 


5,161 


6,847 


10,452 


202.3 


152.6 


100,000- 150,000 


1,189 


1,793 


2,900 


243 9 


161. 9 


150,000- 200,000 


406 


724 


1,284 


316.2 


. 177.3 


200,000— 250,000. . . . 


233 


386 


726 


3" I 


188. 1 


250,000- 300,000 


J30 


2X6 


427 


328.5 


197.7 


300,000- 400,000 


147 


254 


469 


312.2 


184.6 


400,000— 500,000. . . . 


69 


122 


245 


355.1 


200.8 


500,000-1,000,000. . . . 


114 


209 


376 


329.8 


179.9 


1,000,000 and over 


60 


120 


206 


343-3 


171. 7 


Total 


357,515 


336,652 


429,401 


120. 1 


127.5 





*From the A nimal Ref«ri •/ th« Cowmisaiomt of Internal 

of falling prices. It is not possible to determine what proportion 
of the increase in the personal-income returns for 19 16 was due to 
stock-market profits, but it was probably large. In 1917 there was 
a widespread taking of losses for income-tax purposes. This was 
stimulated by the possibility of investing in tax-exempt federal 
bonds. An actual decline in the number of large incomes would 
probably have resulted except for the increase in corporate divi- 
dends. This increase should maintain the nimiber of returns in 
the upper ranges because of the large proportion of those incomes 



Digitized by 



Google 



962 



JOURNAL OP POUTICAL ECONOMY 



which consists of divid^ids. For incomes of $20,000 and over 
dividends constitute from 33 .6 to 59 .4 per cent of the total before 
ma^g general deductions. Dividend paym^its in 1917 for the 
companies reported by the Journal of Commerce were $1,062,138,000 
as against $855,787,000 in 1916, an increase of 24 per cent. A 
group of 301 industrial corporations shows in their published 
reports dividend paym^its as follows: 

191S $385,589,000 

1916 658,726,000 

1917 734,402,000 

Table VII gives the sources of income for each income range, 
and shows how important the effect of this increase in dividends 
must have been in maintaining the income in the higher ranges in 

TABLE vn 
Sources of Income by Classes 



InoomeCIan 





a 



I 

I 



% 3»ooo-$ 4,000. 

4,000- s,ooo. 

5,000- 10,000. 

10,000- 20,000. 

20,000- 40,000. 

40,000- 60,000. 

60,000- 80,000. 

80,000- 100,000. 

100,000- 150,000. 

150,000- 200,000, 

200,000- 250,000. 

250,000- 300,000. 

300,000- 500,000. 

500,000-1 ,000,000. 

1 ,000,000-1 ,500,000. 

2,000,000 and over. 

Total 



47.8 
46.0 
36.4 
35.8 
18.8 

13.8 
12.8 
10.7 
II. I 
7.6 

7 9 

6.6 

S'S 
4.4 
4.1 
0.5 



iS-5 

14. S 

13.6 
13.8 
12.3 
12.4 
10.6 
12.4 
II. I 
II. 9 
10.9 
12.4 
12. 1 
13.2 
10.3 
51 



7.6 
7.4 
8.0 

8.4 
8.6 
8.6 
8.2 
7.8 
8.0 
7.8 

7 9 
7.2 
7.0 
75 
8.5 
6.9 



24.0 
29.4 
32.6 

32.5 
31.8 
31 -6 
33.3 
31.4 
33.0 
33-2 
33.7 
30.5 
36.3 
30.6 
33.0 
28.1 



S.I 
2.8 



9 
19 

28 

33 
35 
37 
36 
39 
39 
43 
39 



5 
S 

5 
6 

I 

7 
8 

S 
6 

3 

I 

3 

I 

59 4 



100. o 
100. o 
100. o 
100. o 
100. o 
100. o 
100. o 
100. o 
100. o 
100. o 
100. o 
100. o 
100. o 
100. o 
100. o 
100. o 



22.1 



12.6 



8.0 



31.7 



25.6 



100. o 



1917. The corporate income for 1917 was estimated by increasing 
the net income of the various classes of corporations for 1916 by 
percentages derived from a sampling of the returns. Table VHI 
shows the increases in each class of corporations for 19 17 over 1916, 
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as well as the growth of corporate net income since the pre-war 
period. In view of the discussion of the war-profits tax it is of 
interest to calculate the amount by which the income of the differ- 
ent classes of corporations exceeds their average pre-war income 
for the years 191 1 to 1913 plus an allowance of 10 per cent on their 

TABLE vm 

CosposATE Net Income Reported to the Commissioner of Internal Reventte 

IN the Pre-War Period and in 1916 and 1917* 

(000 omitted) 



Omm 


igxi 


xgia 


xgi3 


Average 
Pre-war 
Income 


zox6 


1QX7 




% 457,092 
806,324 

1,309,819 
363,306 
277,165 


$ 481,622 
930,388 

1,670,334 
423,012 

326,795 


% 438,747 
1,003,186 

2,026,884 
473,202 
397,532 


% 459,154 
913,299 

1,669,012 
419,840 
333,831 


$ 528,000 
1,541,000 

5,027,000 

465,000 

1,205,000 


$ 630,000 
1,550,000 

6,500,000 

720,000 

1,100,000 


Public service, in- 
cludihg railroads 

Industrial (mining 
and manufactur- 
ing) 


Mercantile 

Miscellaneous 


Total 


$3,213,706 


$3,832,151 


14,339,551 


$3,795,136 


$8,766,000 


$10,500,000 



♦The rliiwHicatioM in thia table are thoae employed in tbe itporta of tlie Commiwinacf ol Internal 
Revenoe for tbe fiscal yean ended June 30, zgio to 10x4 indusive. 

added investment. Here we must proceed upon an estimate of 
the additional capital invested in the various industries. After an 
exhaustive study of the subject we have arrived at the conclusion 
that the additional capital invested in all corporations since the 
pre-war period, either as surplus or new capital issues, was not over 
$15,000,000,000. Table IX is a computation of the amount by 

TABLE DC 

Pke-War Cokposate Earnings and War Proftts for 191 7 

(000 omitted) 



Clam 


Average Pre- 
War Earnings 


10 Per Cent on 

Additional 

Capital 


Total Deduc- 
tions for 
Arriving at 
WarProfiU 


Net Income 
for xgi7 


WarPro&to 
forxgxT 


Finftnciftl. ........ 


% 459,154 

913,299 

1,669,012 

419,840 

333,831 


$ 80,000 

200,000 

1,000,000 

90,000 

130,000 


% 539,154 

1,113,299 

2,669,012 

509,840 

463,831 


$ 630,000 

1,550,000 

6,500,000 

720,000 

1,100,000 


$ 90,846 

436,701 

3,830,988 

210,160 

636,139 


Public service 

Industrial 

Mercantile 

Miscellaneous 


Total 


$3,795,136 


$1,500,000 


$5,295,136 


$10,500,000 


$5,204,864 
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which the net income of 191 7 exceeds the pre-war profits plus 

10 per cent on $15,000,000,000 additional capital. It is interesting 

to note that the income remaining in 191 7 after the payment of 

excess-profits taxes is larger than the total net income for 1916 and 

twice as large as that of 1913, the largest of the pre-war years. 

Table X shows the war profits of 191 7 for each class of cwpora- 

tions as computed above. It shows also the best estimate of the 

excess-profits taxes paid by each class which it has been possible 

to make with the data thus far available. The last column shows 

the percentage which the excess-profits taxes constituted of the 

war profits for 1917. 

TABLE X 

Percentage of Excess-Profits Taxes to War Profits for 191 7 
(000 omitted) 



CkM 


Net Income 
for 10x7 


Wat Profits for 
igi7 


EzoeM-Profitt 

Taxes for 

19x7 


Percmtaceof 

TaiwitoWar 

Piooti 




$ 630,000 

1,550,000 

6,500,000 

620,000 

1,200,000 


$ 90,846 

3,830,988 
210,160 
636,169 


$ 50,400 

62,000 

1,300,000 

99,200 

180,000 


55. 5 
14.2 

33 9 

47.2 

28.3 


Public service 


Industrial 


Mercantile 


MiscellRnflAus , . 




Total 


$10,500,000 


$5,204,864 


$1,691,600 


325 





in. PROSPECTIVE NATIONAL INCOME AND TAXABLE NET 
INCOME FOR 1918 

In forecasting the national income and the national taxable 
income for 19 18 the fimdamental economic factors to be considered 
are the ratio of the output of actual physical production of 1918 
to 1917, and the average price level for the year as compared with 
that of the previous year. These two factors will determine the 
size of our national income, out of which the taxable income must 
be carved by legislation. 

The evidence at present available from the reports of the 
Department of Agriculture as to crop conditions and crop prospects 
indicates that agricultural production promises to be slightly 
larger in 1918 than in 1917, especially in the important money- 
yielding crops of wheat and cotton. A careful examination of the 
current statistics which are being gathered by the War Industries 
Board shows that the current productive output in mining and 
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manufacturing is somewhat increased, although the increase is not 
a large one. No decrease in national income is therefore to be 
expected from a decrease of production. The other factor which 
might decrease our national income, at least as expressed ill money 
terms, would be a fall in the price level brought about by the action 
of economic forces or by governmental price-fixing. In spite of 
all attempts at regulation the price level has not been kept station- 
ary. The highest point reached by our prices, as shown by the 
Bureau of Labor index number of wholesale prices in 1917, was 
185 per cent of the average for 1913. Prices reached this point in 
July; subsequently they declined to 180 per cent in October because 
of a fall in the price of fuel and lighting, metals and metal products. 
SiQce then prices have slowly but steadily risen, until they stood 
at 203 in August and 207 in Sq)tember. Table XI shows the 
movement of prices for the last fifteen months. Bradstreet's iudex 
nimiber shows an increase during the first six months of 1918 over 
the corresponding months of 1917 of 27 per cent. The experience 
of Canada and England is similar in this matter to our own. 
Canadian prices for the first six months of 1918 are 21 .3 per cent 
higher than for the corresponding months last year, and English 
prices for the first six months in 1918 are 13 . 5 per cent higher than 
in 1917 and 46.7 per cent higher than in 1916. 

TABLE XI 

Wholesale Psice Index of Buseau of Labok in Per- 
centages OF Average Psices for 1913 

X917 

July i8s 

August 184 

September 182 

October 180 

November 182 

December 181 

X918 

January 185 

February 187 

March 187 

April 191 

May 191 

June. . .* 193 

July 198 

August 203 

September 207 
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There is no likelihood that any program of price-fixing will be 
undertaken which will reduce prices below the present level. It is 
optimistic to assume that they will be held as low as they now are. 
The average of the Biireau of Labor index number for 19 17 was 
175; the average for 1918 is almost certain to be 195 at least. 
These facts concerning the price level, coupled with the prospects <rf 
slightly increased production, indicate that o\xr national income 
this year will be $72,000,000,000 as against $65,000,000,000 for 
1917. 

We cannot generalize directly from an increase in our national 
income to a like increase in our taxable income. In arriving at the 
latter we.must consider not only the size but also the distribution 
of this national income, first as between corporations and indi- 
viduals, and secondly as between individuals showing large incomes 
and those whose incomes are smaller. Here the most pertinent con- 
sideration is the movement of wages as compared with the general 
movement of the prices of products, especially in mining and man- 
ufacturing. If wages rise as rapidly as the prices of products, 
there will be no increase in corporate profits; if they rise more 
rapidly, corporate profits may suffer a decrease. In the latter 
case corporate earnings for 1918 will be decreased, and as a con- 
sequence dividends will be somewhat reduced. This would mean 
that the larger personal incomes will be somewhat reduced, sine? 
dividends constitute so large a portion thereof. The money wages 
of the laborer would be increased, thus increasing the nimiber of 
income-tax returns in the lower ranges. 

If this should occur there is still the question as to whether it 
would constitute a rise in the teal wages of the laborer — ^in what his 
wages will buy. If the prices of the things which the laborer Con- 
sumes rise as rapidly as his wages, then the portion of the total 
national income that the laborer receives is not increased. If food 
prices should continue to rise, while price-fixing kept the general 
price level from rising as rapidly through its check upon other 
prices, then we might well have a situation in which wages rose 
only enough to offset this increase in food prices. In this case the 
net resultant might be a decrease in industrial — ^notably in cor- 
porate — net income, an increase in the net income of farmers, and 
an increase in the money, but not in the real, income of laborers. 
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This would not necessarily mean a decrease in the amount of income 
shown by the income-tax retwns. That might even increase 
somewhat. The amount of taxable income would very probably 
decrease slightly, and the taxes collected imder the present law 
would certainly be smaller. The decrease in taxes would come in 
excess-profits taxes, in corporate-income taxes, and in the surtaxes 
on individual income. To offset this it would be necessary: 
(i) to change the normal income-tax rate on individuals and cor- 
porations; (2) to increase the present excess-profits taxes or (3) to 
substitute therefor, or add thereto, the tax on war profits; and 
(4) to devise some means of reaching adequately the war profits 
of farmers, which are now large and which will be larger in 1918. 
The most feasible way of doing this would probably be to add to 
the farmer's income as returned by him a flat amount of, say, $600 
for income received in kind in the form of food, fuel, and house 
rent, and to require other classes to include their income in kind 
from the occupancy of homes which they own. The inclusion of 
this income in kind, coupled with a 12 per cent normal income-tax 
rate, would offset the loss of revenues from the higher incomes. 

While no adequate study has been made of the actual move- 
ment of the factors above outlined, there are sufficient facts for 
two definite generalizations at this time: (i) Dividend payments 
for 1918 promise to be somewhat less than for 191 7. The best 
current figures on dividend payments are foimd in the compilation 
of the Journal of Commerce of New York City of the dividend dis- 
bursements by large industrial, railroad, and street-railway com- 
panies. These have paid $587,439,397 in the first nine months of 
1918 as against $616,368,530 in 191 7. This will affect the personal- 
income returns in the higher ranges of income. (2) The large 
corporate profits of 191 7 were due in part to the rapidly rising 
prices of products manufactured from materials and supplies 
which had been purchased at low prices. The rise in prices will 
no doubt be less in 1918 than it was in 191 7, and this element in the 
earnings will be correspondingly small. While it is impossible to 
state accurately what the coixrse of wages, prices, and profits will 
be during the year 1918, the possibility of decreased profits arising 
from the factors above assimied seems to be so great that they must 
be considered as probabilities in planning new revenue legislation. 
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As regards the corporate industry of the country the estimate 
of the writer is that financial, public-utilityy and raihoad corpora- 
tions will show « net incomes materiaUy smaller than in 191 7. 
Miscellaneous corporations and mercantile corporations will not 
decrease much. Mining and manufacturing may decrease as 
much as 10 per cent. When all these things are taken into con- 
sideration it is estimated that the total corporate income reported 
for 1918 will be $9,700,000,000. Even if corporate earnings 
decrease in 1918 in accordance with this prophecy, there will still 
be large war profits. The invested capital in 1918 will be $4,000,- 
000,000 greater than in 191 7. Table XII is an estimate of the 

TABLE Xn 
Estimate or Cokporate Net Income and War Provits for 1918 



OaM 


Total Deductions 

for Arriving at 

WarProSa 


Estimated Income 
1918 


Income Subject to 
War.ProfiUTaz 




% S59ii54,ooo 

1,153,399,000 

2,969,012,000 

529,840,000 

483,831,000 


% 000,000,000 

1,400,000,000 

5,900,000,000 

700,000,000 

1,100,000,000 


$ 40,846,000 

246,701,000 

2,930,988,000 

170,160,000 

616,169,000 


Public service 


Industrial. 


Mercantile 


Miscellaneous 




Total 


15,695,136,000 


$9,700,000,000 


$4,004,864,000 





corporate net income for 1918 by classes and a computation of the 
amount by which that net income will exceed the pre-war profits 
plus 10 per cent on additional capital for each class of industry. 
If war profits are computed by allowing all corporations a minimiim 
deduction of 10 per cent on their pre-war invested capital, even 
though their earnings are less than that amoimt in the pre-war 
period, the war profits would be further reduced. Table XTEI is 
an estimate of war profits for 1918 after deducting either the earn- 
ings for the pre-war period or 10 per cent on pre-war invested 
capital, whichever is larger. 

War profits for 1918 will be 77 per cent of those for 1917, as 
shown on page 963, if computed by deducting average pre-war 
earnings plus 10 per cent on additional capital. If a minimum 
deduction of 10 per cent on all invested capital, pre-war as well 
as additional, is allowed, war profits will be 63 per cent of those 
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for 191 7. Even when calculated on the latter basis a war-profits 
tax of 80 per cent for 1918 would yield a revenue 55 per cent greater 
than the excess-profits tax of 1917. If war profits were calcu- 
lated on the former basis, an 80 per cent tax would yield twice 
the revenues received from the excess-profits tax of 191 7. 

TABLE Xm 



Class 


Total Dedactions 

for Arriving at 

War Profits 


Estimated Income 
19x8 


Income Subject to 
War-ProfiteTax 


FinanciA] 


$ 580,000,000 

1,300,000,000 

3,400,000,000 

550,000,000 

000,000,000 


$ 600,000,000 

5,900,000,000 

700,000,000 

1 , 100,000,000 


$ 20,000,000 




1 00,000,000 

2 ,500,000,000 

150,000,000 

500,000,000 


Industrial 


Mercantile 






Total 


$6,430,000,000 


$9,700,000,000 


$3,270,000,000 





Summarizing all these facts and considerations, we arrive at 

the following comparisons of net income shown by the income-tax 
returns lot 1918 as compared with 191 7. 

19x7 X918 

Corporate incomes $10,500,000,000 $ 9,700,000,000 

Individual incomes 12,500,000,000 14,100,000,000 

$23 ,000,000,000 $23 ,800,000,000 
Less duplication on account of indi- 
vidual returns consisting of div- 
idends 3,000,000,000 2,800,000,000 

Net income represented by returns . . $20,000,000,000 $2 1 ,000,000,000 
Of the income thus returned the following amounts will pay taxes: 

19x7 xgxS 

Corporate incomes subject to excess- 
profits and income taxes $10,500,000,000 $ 9,700,000,000 

Personal incomes subject to normal 

taxes 4,700,000,000 5,500,000,000 

Additional personal incomes subject to 

surtaxes only 2,700,000,000 2,500,000,000 

Total $17,900,000,000 $17,700,000,000 

David Friday 
New Yokk Umivbssity 
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NOTES 

INTERNATIONAL TRADE POLICY AND THE COMING 
OF PEACE 

Among the few valid arguments which the protectionists occasionally 
exploit against the adoption of free international trade there is one to 
which attention at this time may be directed with especial profit It 
is this: granted, as it must be, that it is better for all classes of producers 
in a country to specialize in the production of those conmiodities or 
goods for which their resources and their talents particularly qualify them 
in comparison with other countries, there must be inevitable loss and 
hardship upon those producers already engaged in industries in which the 
country has no relative advantage, in shifting to the lines of production 
where the only favors which need be relied upon are those of nature .and 
hereditary endowment. It will be readily conceded that if there are 
industries in operation so little adapted to the country that they are 
unable to withstand the competition of like industries in other countries, 
notwithstanding tht handicap under which these latter compete due 
to freight differentials, the adoption of a free-trade policy will involve 
as a necessary consequence some impairment of capital for those inter- 
ested in such enterprises and certain inconveni^ice to those therein 
employed. In the case of long training in the acquirement of a special 
skill, which the enforced change of occupation makes useless, it will even 
result in very great and irreparable hardship. 

It is recognized as true, alike in biology and in ph3rsics, that changes 
in conditions involve readjustments in functioning units. It is taken as 
equaUy true that readjustments imavoidably involve a certain amount of 
friction, loss, and waste. In industry no less than in biology -and 
mechanics are these principles applicable. The question, however, 
cannot be thus easily dismissed. The real problem is not to determine 
whether such waste will occur, for that is admitted, but whether the 
discounted advantages to accrue in the future from the readjustment 
outweigh the present disadvantages in making the readjustment. 
Whether they do or not in any particular case will depend upon two 
factors: first, the amount of the anticipated future gains; second, the 
weight of the present biurden. Protectionists, accustomed to take the 

970 
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short-time point of view on these problems, habitually underestimate 
the first of these factors and overemphasize the second. 

The point to the whole discussion, however, is precisely this, that, 
even making due allowance for the more sanguine temper of free-traders, 
there are certain objective facts peculiar to current American conditions 
which tend to support them in denying that the losses incident to the 
industrial readjustment which the establishment of a &ee-trade poUcy 
will occasion more than offset the probable gains from the extension of 
industries for which this country is better fitted. In other words, it may 
logically be contended that as applied to the situation which will follow 
the coming of peace the argument of the protectionists is discredited. 
The circumstances justifying this contention are the following: 

The redistribution of industrial forces necessitated by the war has 
brought about a highly unstable equilibrimn. Capital has been quite 
unceremoniously uprooted from long-continued uses and applied to new 
uses (not alone by the pressure of market conditions but also by the 
activities of the Conversion Division of the War Industries Board). 
Current increments to the capital fund have to a still higher degree had 
their uses dictated (by the Capital Issues Committee of the Federal 
Reserve Board and of the War Finance Corporation and by the Non-war 
Construction Section of the Priorities Division of the War Industries 
Board) through restrictions on the channels of investment. Taking the 
field of industry by and large one may say that never before has there 
been such a curtailment of what may be regarded as vested proprietary 
interests due to long-standing exploitation of particular fields. So far- 
reaching have been the changes in the "regular course of trade" and so 
pervasive has been the control over the direction of emplojrment of new 
savings that worthy claims for the protection of established trade built 
up through a long process of persevering effort and legitimate dealings 
will remain few indeed. The whole field of industry has undergone and 
is undergoing a fundamental transformation. The chief characteristic 
of the existing industrial and business arrangements is, consequently, 
their transitoriness. Nowhere is this better recognized than among 
business men themselves, who, for example, in making government 
contracts and in fixing current prices have insisted upon it with the 
passion of those who speak from conviction. 

Furthermore the shifting of labor from peace-time employments to 
war-time employments has by general admission been upon an unpre- 
cedwited scale. Large sections of the working population have been 
compelled not only to change their jobs but to dumge their residences 
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as well. It has occasioned them no little difficulty and considerable 
losses. But no one denies that there will presently be a large proportion 
of these workers who will be compelled again to change their employ- 
ment. Moreover, the re-emplo3anent of an army approaching 3,000,000 
men will by itseU present a problem of readjustment which is not 
generally regarded as mean. 

The conclusion is that since the burdens of readjustment will be 
with us in any case and must be undertaken regardless of the interna- 
tional trade policy adopted, a just regard to the economic interests of all 
classes in the nation will lead to the inauguration of freedom of trade, 
which clearly tends in the long run to maximize the net income from the 
exploitation of our resources and the employment of our talents. What- 
ever force there may be in the protectionist argument that the waste and 
loss occasioned by the abandonment of industries which can subsist only 
by spedal privileges outweigh the advantages to be gained by specializa- 
tion in doing the things we can do best, this argument obviously faUs 
down when applied to the situation which now confronts us. 

Myron W. Watkins 
Univsrshy or AtesouRi 



WASHINGTON NOTES 

DEMOBILIZING INDUSTRY 

The announcement on November 11 of the conclusion of an armistice 
with the German government has been the most important economic and 
financial occurrence since the beginning of the European War. Already 
it has had fundamental effects upon public finance, government control 
of industry, banking policies and methods, and the plans and prospects 
of private business. Thus far, time has not been sufficient to permit 
these great changes of policy to crystallize in the form of legislation, but 
the practical results of the peace announcement have nevertheless made 
themselves obvious. 

From the standpoint of public finance the most direct consequence of 
the changed military outlook has been the reduction of $6,000,000,000 in 
the official estimates of the budget for the year 191^19 (ending June 30, 
1919). This estimated reduction has been reflected in announced plans 
ior a corresponding cut in the war-revenue bill now before the Senate 
Finance Committee. It will be recalled that this bill, as it came from 
the House of Representatives, had aimed to provide for a revenue of 
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$8,000,000,000, although accordmg to some legislators a 3deld of $9,000,- 
000,000 was more likely to result from it. In the Senate committee 
during the months of September, October, and the first half of November 
this bill has been so reshaped as to reduce the expected revenue to some- 
thing in the neighborhood of $6,250,000,000, while plans have been 
devised for the addition of consmnption taxes likely to yield from 
$2,000,000,000 to $3,000,000,000 more. The changed financial outlook 
has now led to official recognition that a total revenue to be raised from 
the bill amounting to possibly $6,000,000,000 will be sufficient. This 
will permit a modification of the excess-profits tax, which in the opinion 
of good judges had been placed at a dangerously high figure, and may 
further result in some modification of income-tax rates, though this 
appears much less likely. Expecting a material reduction in the burden 
of taxation, bankers recognize the unavoidable necessity of another 
large Liberty loan, preceded by short-term financing designed to antici- 
pate it, as in the previous issues. This leaves the financial com- 
munity still suffering, not only from actual, but also from prospective, 
strain. 

Meanwhile the signing of the armistice has resulted in direct indus- 
trial changes calculated to facilitate the shifting of business back to a 
peace basis. Of these the most significant are the changes in the system 
of "priorities," announced in the Official Bulletin from day to day during 
the week ending November 15, and intended to substitute priorities in 
favor of industries regarded as "essential" to reconstruction for priorities 
in favor of industries "essential" to war. A material change has ind- 
dentaUy been produced in transportation due in part to this modification 
of the priority system and in part to the suspension of the hurried move- 
ment of troops by land and water. Meanwhile the process of putting 
business into position to compete abroad has begun. Arrangements are 
already making for the shifting of industrial plants from government 
work to private operations and this transfer has been expedited by the 
cancellation of many government contracts. The question how far the 
process of shifting will affect prices or wages is still open to discussion. 
In some fields an effect is already noted. Prices of cotton and other 
staples have shown a downward tendency, while the curtailment of 
overtime at many plants has been equivalent to a real, if disguised, cut 
in wages. Altogether it is evident that the process of converting industry 
back to a peace basis has begun. The movement is showing itself to 
be fully as important and far-reaching as was the conversion of industry 
to the war basis in the first place. 
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QX7ESTION Of GOVERNMENT OWNERSHIP 

Among the problems of demobilization left by the war ncme is prob- 
ably of more immediate or more far-reaching significance than the ques- 
tion of permanent government ownership and (^ration of public 
utilities. Both as to land and water transportation the situaticm at the 
dose of the war has become such as to establish a colorable basis for a 
possible continuance of government control Government q)eration of 
railroads, although originally provided for almost as an incident or 
afterthought in connection with an appropriation bill, was subsequently 
given a definite basis in the act determinmg the relationship between 
the administration and the roads which set a period of twenty-one months 
after the establishment of peace as the time for the return of the pnq>- 
erties to their owners. In the case of our shipping, the act creating the 
Shipping Board, adopted before the United States became a belligerent, 
leaves in a decidedly open condition the question whether a fleet 6L 
publicly owned vessels may or may not be continued in (^ration. On 
all practical points the subject of government ownership or control is 
decidedly unsettled, since the contracts between the government and 
the roads which were to adjust the pa3anents due the latter are not yet 
completely made, while there is thus far no final accounting for the cost 
of federal control. 

Above all it remains uncertain whether any or all of the changes 
introduced by public administrators have in fact either acconmiodated 
the public or proved economical. They were in many cases of uncertain 
effect because of the fact that the roads were working at the highest 
notch of operating efficiency, owing to the presence of an unprecedented 
volmne of traffic. Behind all this is the fact that the roads, at the time 
the United States became a belligerent, had for a niunber of years been 
prevented by the then policy of public regulation of rates from becoming 
efficient, since they could not obtain the capital necessary for the addi- 
tions and improvements they needed. Although the pledges both 
directly and impliedly given during the war period would seem to insure 
the return of the roads to their original owners, there is already an evi- 
dent tendency to form two distinct sections of opinion, both in Congress 
and elsewhere, with reference to the policy to be pursued. The coming 
two years, during which government control will presumably be main- 
tained, afford an opportunity for a much more careful test of what can 
be done through public operation than has been feasible in the eleven 
months of emergency work which has thus far elapsed. That the ques- 
tion of government operation will be a direct issue between the two 
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principal political parties is already foreshadowed by the developments 
that have occurred since the elections of November 5. Except for the 
reports of the Director General of Railroads covering the first few months 
of government operation, sent to the President in September and already 
noticed in these pages, no final or satisfactory statistics showing results 
of government conduct of transportation are as yet available. Even as 
to the question of earnings, definite conclusions cannot be reached 
because of the comparatively late date at which the 25 per cent advance 
in rates of June, 1918, became actually effective. A crucial period of 
discussion of public ownership thus opens, during which debate will 
doubtless be based largely upon contemporaneous developments and 
facts. This perhaps gives the advocates of public ownership a better 
opportimity for the demonstration of their claims both as to efficiency 
and as to economy than has ever before been afforded. 

COST OF THE WAR 

With the ending of the war the problem of paying for it and gradually 
writing it off from the books of the world presents itself as the most 
immediate problem. As yet it is practically out of the question to fur- 
nish any definite estimate of the total expense incurred by the world 
at large in carrying the war through to completion. The question of 
making such a computation is already in the hands of groups of statis- 
ticians working under different auspices. A preliminary computation 
which has been prepared by neutral bankers in Switzerland and which 
carries the figures down to approximately the beginning of July last is 
shown in the table on page 976. 

In studying this table it should be borne in mind that a sharp dis- 
tinction is to be drawn between the cost of the war in the larger sense 
and the indebtedness incurred on account of it. The net debt as shown 
by the computation given may be taken as perhaps $125,000,000,000, 
but to this must be added further sums which will necessarily be raised 
by borrowing dming the coming months of reorganization and pa3anent 
of war purchases and other current obligations. The figures, moreover, 
take no account of the currency issues or of floating indebtedness at the 
banks. If allowance should be made for these various items it would 
probably be necessary to increase the net war indebtedness to a figure 
somewhere between $150,000,000,000 and $175,000,000,000. This 
would still represent only the debt incurred in various forms. Additional 
to it would be the increased taxes borne by several, at least, of the 
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belligerent countries throughout the war, and the suspension of develop- 
mental investment. 

This suspension has gone to the point of practically terminating all 
issues of securities in Great Britain and on the Continent, while in the 
United States such issues have been gradually sinking toward the zero 
point, except in so far as may have been necessary to provide the refunding 
or continuance of outstanding issues. Exactly what the loss or sacrifice 
incurred on this score may have been is still to be ascertained, current 
estimates of it varying very widely. If it be assumed that the current 
savings of the United States before the opening of the war were prob- 
ably about $7,000,000,000, of which a large part was represented by issues 
of new securities, and that practically aU of these have been diverted to 
war operations, some idea is gained of the retardation of investment and 
the consequ^it loss resulting therefrom. The savings of Great Britain 
and France, while probably not as large as those of the United States, 
were very great, and both in the case of these countries and of Germany 
new investment has practically been suspended for some time past. 
How far this should be regarded as a net loss to be added to the losses 
represented by debt and taxation is already a subject of statistical con- 
troversy. It is at least clear that a loss of time has occurred which 
cannot be made up, such time representing the years lost to investment 
and economic developm^it in consequence of the withdrawal of new 
savings. On the other hand a less measurable but still real element of 
sacrifice has been found in the loss of time and life on the part of pro- 
ductive workers, and in the disorganization of industrial and distributive 
systems, and the modification of foreign trade organization and routes. 

THE BANKING SITUATION 

As has been shown by the investigations of the Federal Reserve 
Board published in the Federal Reserve BttUetin for November, 1918, the 
fourth Liberty loan has been placed in a very large d^ree by the use 
of bank credit. Precisely how much such credit in the aggregate has 
been necessary in order to carry the loan is not yet certain but it has 
clearly been much greater than in the case of former Liberty loans. In 
addition to this large use of bank credit is to be reckoned the fact that 
the bonds of the fourth loan have been taken by the banks as collateral 
to secure notes running for long periods and made under agreements 
designed to insure to the borrower renewals at a rate of interest no 
higher than that borne by the bonds. These factors make not only for 
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a serious condition of inflation but also for the maintenance and con- 
tinuance of the inflation much longer than would otherwise be probable. 
The return of peace therefore finds the banks of the country heavily 
burdened with war paper and at the same time in a position which ren- 
ders it more than difficult to bring about a restoration of liquidity. 

Coupled with this condition of affairs is the prospect, already referred 
to, of an early, and probably large, fifth Liberty loan. The indications 
are thus all in favor of a continuance of the inflated condition in which 
the banks of the country find themselves today, imless there shall be 
some general and resolute application of well-developed plans for the 
contraction of credit to its normal basis. Such plans could succeed only 
by determined continuance of the conmiunity in the process of saving 
and applying its saved funds to the reduction of its obUgations incurred 
for the carrying of the bonds at the banks. The success thus far had 
in enforcing a policy of saving upon the community during the existence 
of the war, although marked, has never been sufficiently great to warrant 
a very confident expectation of material additions to this savings fund 
when once the stimulus afforded by the war has been removed. The 
country is thus thrown back once more upon banking guidance for the 
elimination of the inflation from which it now suffers. During the war 
such guidance could be offered only in the shape of advice, since the 
necessity of maintaining a low and stable rate of interest in favor of 
government obligations has entirely prevented the use of the ordinary 
means of credit control — the raising of the rates of discount and redis- 
count in such a way as to limit appUcations for loans. While it is true 
that during the latter months of the war a rigid poUcy of rationing fuel, 
transportation, and labor power, as well as many kinds of materials, pre- 
vented speculative developments in industry with the accompanying 
strain upon banking resources, such rationing had not been continued 
for a sufficient period and had probably not been of sufficient severity 
to produce a very widespread positive effect, although negatively it 
undoubtedly prevented excesses which might otherwise have occurred. 
With the return of peace and the lightening of the rationing poUcy in 
many respects, even this influence may be expected to decline in impor- 
tance. 

Thus the significance of the rate of discount as a means of control 
of credit extension will undoubtedly become more and more marked as 
time goes on. Immediate application of it is probably precluded becaxise 
of the continued necessity of the government for funds during an after- 
war period of several months. Gradual return to a basis of solvency 
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and liquidity however is essential to the resiunption of normal business 
collections and this can be accomplished only by the eventual elimination 
of long-term paper and inflated demand obligations from the portfolios 
of the banks, both member and Federal Reserve. 

PSICES AND THE GOLD STANDARD 

The inflation problem, as it is now recognized by banking authorities, 
is not local to the United States but exists practically throughout the 
world. British phases (rf it have been treated by the Parliamentary 
Conmiission on Foreign Exchange which filed its first interim report 
early during the month of November. This report recommended the 
adoption of immediate measures looking to the restoration of the gold 
standard in Great Britain. While the committee pointed out that it 
was unnecessary and clearly undesirable to attempt to return to an 
actual circulation of gold — ^paper, as experience has shown, serving the 
purpose better — it is fully recognized that a large supply of gold will 
practically be necessa^ for reserve purposes from and* after the time 
when direct redemption of paper is actually restored. 

The fact that the United States is today the greatest holder of gold 
in the world, and as a result of the war has accumulated much more than 
it would normally require to hold, as well as much more than would be 
its share on the basis of the world's banking obligations today, has sug- 
gested to many public men the thought that an immediate after-the- 
war problem will be provision for the redistribution of gold among the 
nations and consequ«itly for a loss of gold to the United States in the 
process of reconstituting the gold supply of other nations. The imme- 
diate question of terminating the gold embargo, which has now been 
enforced for the past fifteen months, has thus been made acute. Under 
contracts entered into with various foreign countries we are today 
obligated to ^^ release probably half a billion dollars in gold coin within 
a stated period after the closing of the war," and while this vague phrase 
permits a certain latitude in the selection of the exact date at which the 
shipments shall be permitted to begin, it is already the opinion of many 
that the sooner we are ready to release a reasonable amount of metal 
the more we shall contribute to the early restoration of normal banking 
conditions throughout the world at large. 

The gold poUcy of the United States is however intimately associated 
with two immediate and serious questions — the establishment of a lower 
level of prices approximating that which formerly existed, and the elimi- 
nation of inflation in the United States, which will permit a shrinkage 
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in the gold holdings of the country without any shock to what is called 
"confidence." Opposition to the reduction of prices is always a feature 
oi after-war economic reorganization. One outgrowth of this feeling at 
the present time is seen in the international movement appearing both 
in England and the United States for the subsidizing of gold production. 
Of this movement an interesting phase has been witnessed during the 
month of November in the appointment of a governmental committee 
to report upon the necessities of gold producers and the methods properly 
to be followed in alleviating them. From the standpoint of inflation any 
loss of gold is alwa3rs regarded as dangerous because of consequences 
which it produces in compelling the reduction of long-term loans not 
based upon immediate production. Both of these influences, already 
exhibiting themselves to some extent in business circles, naturally stand 
in the way of a restoration of our former policy of free importation and 
exportation of gold. The official suggestion is already heard from per- 
sons associated with so-called reconstruction work that something be 
done to check the tendency of prices downward toward the normal or 
older level in order that no shock to prosperity need be occasioned. On 
all these points, intimately connected as they are, governmental policy 
is still in a formative or transition stage. 
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History of Labor in the United States. By John R. Commons and 
Associates. New York: Macmillan, 1918. Two volumes, 
pp. xxv+623; XX+620. $6.50. 

This first fairly complete and authoritative history of American labor 
movements is the result of the combined efforts of the best-known student 
of American labor history and his students from the time he went to the 
University of Wisconsin in 1904 to the date of publication. Through the 
efforts of Professor Ely a fund had been secured for the purpose of col- 
lecting materiak relating to the American labor movement The 
Documentary Mistory of American Industrial Society, published in 1910, 
contains about one-tenth of the valuable documentary materials un- 
earthed by the survey of the field of American labor literature. Over 
thirty investigators having access to the collected material have written 
monographs and articles which have been used in connection with the 
two volumes under consideration. 

The History consists of an Introduction, written by Professor 
Commons, and six parts: Part I, 'Colonial and Federal Beginnings (to 
1827)," by David J. Saposs; Part n, "Qtizenship (1827-1833)," by 
Helen L. Sumner; Part HI, "Trade Unionism (1833-1839)," by Edward 
B. Mittleman; Part IV, "Humanitarianism (1840-1860)," by Henry E. 
Hoagland; Part V, " Nationalization (1860-1877)," by John B. Andrews; 
and Part VI, "Upheaval and Reorganization (since 1876)," by Selig 
Perlman. 

These volumes constitute a history of American labor philosophies, 
movements, and conditions, but not, as might reasonably be expected^ a 
history of various labor organizations or of the policies and structures of 
unions. The ke3aiote or thesis is given in a sentence found in the Intro- 
duction. The labor history of the United States "is the story of how, 
in the course of three centuries, the wage earner, as a distinct class, has 
been gradually, even violently, separating himself from the farmer, the 
merchant, and the employer, and coming to feel that his standing and 
progress in society depend directly on wages and not directly on prices, 
rents, profits, or interest." The history of labor in the United States is 
distinguished from that of European countries (i) because of the presence 
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of free land down to a comparatively recent date; (2) because of the 
early acceptance of manhood suffrage; (3) because of the wide e]q)anse 
of territory, which allowed extensive market areas; (4) because of Negro 
slavery in the South and the extraordinary influx of immigrants; and 
(5) because of the American constitutional and judicial S3rstenis which 
have forced labor to resort to trade-union action in regard to demands 
which in other coimtries have been granted by l^islation (1, 4-10). 

After presenting these conditioning circumstances, which are purely 
American, the authors |»:oceed to devel(^ the philosophy, aims, and 
methods of labor around a theory of marketing or bargaining. As the 
' market area is enlarged and as newer and newer competitive fields a{q)ear, 
the difficulties omfronting the wageworkers are transformed and their 
attitude toward labor organizations imdergoes modifications. This 
theory is held with tenacity. It is the thesis outlined in Professor 
Commons' study of the evolution of the shoemaking industry.' Too 
much reliance is placed upon the phenomena connected with this one 
industry. And, let it not be forgotten, the most striking phenomenon 
in the history of unionism in the American shoemaking industry, the 
Knights of St Crispin, was a protest "against the abuse of machinery'*' 
rather than a consequence of changes in marketing conditions. The 
struggle in the early shoe industry, resulting from the enlargement of the 
market area, against inferior and imskilled workers and lower wages is 
not dissimilar to that which later occurred in the same industry or in the 
molding industry when the machine was introduced. A similar struggle 
is likely to occur in any industry when a new situation is developed, 
whether as the result of widening the market area, the introduction of 
new machinery, the influx of immigrants, or other causes. 

The reviewer is of the opinion that no single-track explanation of the 
evolution of the labor movement is sufficient. Different labor organiza- 
tions come into being as a consequence of very different combinations 
and balances of social forces.^ Indeed, other explanations have crept 
into the pages of the work imder review. For example, on page 4 of 
Volume II, four reasons are presented for the nationalization of the labor 
movement, of which expansion of the market is one. The national 
organization of theT cigar-makers b attributed (11, 69) to the growth of 

* ''American Shoemakers, 164S-1895," Quarterly Journal of Economics, XXIV 
(November, 1909), 39-84. 

* Lescohier, The Knights of St, Crispin, p. 59; also, Commons, "American Shoe- 
makers," Quarterly Journal of Economics, XXIV, 72-75. 

* See article in the Scientific Monthly (August, 1916), p. 157; also Hoxie, Trade 
Unionism in the United States, 
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large business on account of the internal-revenue t^ imposed at the time 
of the Civil War. 

If, however, a single-track explanation is held to be fitting and desir- 
able, the reviewer may be permitted to call attention to the encroach- 
ments of the unskilled, the ^^ green hand," the immigrant, or the foreigner 
upon the occupation of the skilled as the prime cause of labor organiza- 
tions. As is pointed out by the authors, the first organizations of wage- 
workers were among the skilled men and not among the factory workers. 
As the market area widened, as machinery was introduced, as immi- 
gration became considerable, or as the development of ''merchant- 
capitalists" made it more difficult for the journeyman to become an 
independent producer, organizations of wageworkers begin to appear. 
Discontent, revolutions, and labor unions first develop among those 
who are not at the bottom of the heap. "ReaUy effective discontent 
must have a base of supplies." The skilled men, as well as others in 
more recent years, organized to protect themselves from threatened 
encroachments of one kind or another upon their standard of living; 
but the power to pound down wages or to prevent increases came with 
increased opportunity to introduce the green hand and lower-paid workers 
or the products of such workers produced elsewhere. 

A few minor criticisms are offered with some hesitancy. Insufficient 
emphasis is placed upon the r61e played by workingmen in forcing the 
adoption of the free-school system. No attempt apparently is made 
adequately to accoimt for the interesting phenomena of the ''hot-air" 
period of the forties and early fifties — ^humanitarianism and the lack of 
"pure and simple" unionism. The former is not unrelated to the rise 
of manufacture and relative decline of commercial enterprise in the 
East and the consequent shift of the center of social gravity in the world 
of affairs.' And the latter is closely connected with the growth of the 
railway net, the influx of immigrants into the East, and the westward 
movement of the native-bom. A careful anal3rsis of the phenomena of 
this unique period should have been made. In the era since 1876 the 
the reviewer ventures the opinion that too much space is devoted to the 
revolutionary movements among the workingmen in comparison with 
that given to the evolution of business unionism. 

An extensive bibliography of the sources utilized and an excellent 
index are provided. 

Frank T. Carlton 

Albion College 

« Carlton, ''Humanitarianism, Past and Present," International Journal of Ethics, 
October, 1906. 
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Business Statistics, Edited by Melvin T. Copeland, Cambridge, 
Mass. : Harvard University Press, 191 7. $3.75. 

This book is the third volume of the Harvard Business Studies. It 
was "prepared to bring together, in a form accessible for class use, 
scattered articles and selections upon the subject of business statistics." 
It is "designed primarily for the purpose of instruction in the course in 
Business Statistics in the Harvard Graduate School of Busmess Adminis- 
tration." It does "not pretend to cover the entire field of business 
statistics, but deals chiefly with statistics used in mercantile and manu- 
facturing businesses." 

The book is designed for advanced students who presimiably have 
had training in statistical method. The fimction of a course in business 
statistics then would seem to be to give the busmess student a pretty 
definite conception of the scope of business statistics, to make him 
acquainted with the best types of original forms and records that busi- 
ness has developed, the quantitative units in use, methods of standardiza- 
tion of records and units, sources of data, and the essential problems of 
management. In addition, such a course should give thorough training 
in the practical application of sound statistical methods to the gathering 
of data, its analysis, and the interpretation and presentation of results 
in the simplest manner possible. How well does Business Statistics 
meet this program ? It professes to be " only a beginning of the develop- 
ment of this subject," yet certain things may be expected of it. 

In the first place there is no close definition of the field of business 
statistics. The editor gives his conception of the field of business statis- 
tics in the Preface, where business statistics are defined as "numerical 
statements of facts, exclusive of financial accounts, which are used in 
business administration." The reader is at the same time reminded that 
statistics "deal with aggregates as masses which are sufficiently large 
to reveal types of standards even if individual units show wide variation." 

There are two classes of business statistics, (i) external, (2) internal. 
External statistics indicate market conditions and general tendencies in 
business. Internal statistics pertain to the processes and operation of 
the business imit itself. The needs of business administration are the 
controlling factors in the choice and analysis of the data available. 
There is no attempt made to distinguish between the field of accounting 
and the field of business statistics, nor between the field of economic 
statistics and the field of business statistics. 

The book is divided into five chapters. The first two chapters, 
comprising about one-fourth of the book, are devoted to statistical 
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methods and statistical indexes of business conditions. With the excep- 
tion of one or two the selections here are the best available. The making 
of questionnaires, the general types of statistical units, the use of index 
numbers, the theories of business cycles, and the sources of information 
of business statistics of the external type are well treated. The methods 
of tabulation are very inadequately treated and for niethods of presenting 
data in graphical form the student is referred to special treatises. In 
view of the large use and possibiUties of graphical presentation in actual 
business one cannot help feeling that at least a considerable effort should 
have been made to show the large place graphs should occupy. 

The author reprints his own article on statistical indexes of business 
conditions from tiie Quarterly Journal of Economics (XXIX, '522-62). 
The recent work of Persons of Harvard University and Clark of the 
University of West Virginia shows the methods used by Copeland quite 
inadequate. Much further investigation along this line needs to be 
made before we shall have adequate indexes of business conditions. 

The third, fourth, and fifth chapters deal with sales and advertising 
statistics, factory statistics, and statistics for the chief executive, 
respectively. How largely Printer^ s Ink and System are drawn upon is 
shown by the fact that of fifty-nine selections in the foregoing three 
chapters, twenty-eight are taken from these publications. 

The selections of the last three chapters give an impression of the 
importance of the use of statistics in business, a description of many 
of the original forms and records used in business, and a statement of 
the essential problems of management. The selections used are the 
best available and are arranged in logical sequence. However, the 
actual forms, tables, and graphs for the most part have been omitted in 
the reprint of the selections. Here is a defect of no small accoimt, for 
the collector and tabulator of business statistics cannot have too thorough 
acquaintance with the best forms and records that business has devel- 
oped. Since the book is professedly a beginning, would it not have been 
better to try to cover fewer topics and present these more adequately ? 

There is scarcely anything in the way of defining concrete statistical 
units for business statistics. The discussion of statistical averages in 
the part on method finds little application in following chapters. Very 
little space is devoted to coupling statistical method to the problems 
presented. One feels that the chapters on method are practically 
unrelated to the chapters that follow. The fact that the book is a 
collection of essays on different phases of business makes a systematic, 
close-knit treatment almost impossible, no matter how great care the 
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editor may take in choosing his material. The editor's introductions to 
the different chapters axe excellent. 

Business Statistics is a pioneer in a rapidly developing field. With 
all its shortcomings, it is a timely volimie in view of tJie present move- 
ment for eflSciency emphasized by the war. To call attention to the 
field of business statistics, to present its main outlines, and to state 
many of its essential problems are indeed long steps forward. The 
requirements of administration of large business units and the increasing 
growth of public direction and control make business statistics more and 
more a necessity. One wonders whether the development of the science 
can meet the increasing practical demiands on it in view of the industrial 
development that will surely take place after the coming of peace. 

Charles A. Dice 
Colorado College 



An Introduction to Statistical Methods. By Horace Secrist, Ph.D. 
New York: Macmillan, 1917. Pp. xxii+482. 

Professor Secrist's book represents a determined, and on the whole 
a successful, effort to present in a dear and practical manner the essen- 
tials of statistical method, as opposed to its refinements. While many 
features of the book present what must appear to the scientific student 
$ts crudities and lacunae, it gives to those who make and use statistics in 
social and business problems the most that they really need, and in 
readily comprehensible form. The strong point of the treatment is its 
concrete and practical character, especially its handling of actual pro- 
cedure and emphasis on the nature of sources of information, and its 
selection and clear presentation of fimdamentals. There is little doubt 
that subtleties of method, especially the greater portion of the mathe- 
matical manipulation through which crude social data are often forced, 
are not only useless and repellent to the average mind but misleading 
and pernicious as well. Professor Secrist's presentation is well calcu- 
lated to implant in the reader's mind a common-sense view of the sub- 
ject, a critical attitude toward data, and a wholesome appreciation of 
the limitations of ostensibly precise statements in figures. 

The plan of the work includes three introductory chapters on the 
meaning and application of statistics, sources and collection of data, and 
units of measurement. Then follows an illustrative chapter describing 
a model wage investigation, then three chapters on presentation, tabular, 
diagrammatic and graphical, a chapter on averages, two on index num- 
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bers and one each on dispersion and skewness, and correlation. Minor 
criticisms would be, first, occasional serious lack of clearness in the style, 
with unnecessary use of technical words and phrases. The almost com- 
plete elimination of symbols and formulae probably makes for harder 
rather than easier reading in fact. The unfamiliarity with and prejudice 
against symbolic notation on the part of large classes of readers must 
be taken into accoimt, but should not be hiunored too far. The intro- 
ductory discussion seems to be needlessly full on some points, yet on 
the whole to presuppose considerable familiarity with the actual use of 
statistics. There is a brief list of secondary (American) sources of sta- 
tistical data (pp., 16-19) and a full description of American index num- 
bers (chapter x), but one misses an objective account of the work of 
statistical agencies, and material relating to the problems they are sup- 
posed to solve or illuminate. 

The usefulness of the work as a college textbook would be greatly 
increased by the addition of material for problems and exercises. 

A deeper question, but one about which opinion? naturally differ, 
is that of classification and arrangement of material. The basis chosen, 
as will be noted, is largely that of methods of presentation of results. It 
may be asked whether the character of the material itself or the prob- 
lems to which it relates would not be more fundamental bases of classi- 
fication. Adequate account is perhaps scarcely taken of the basic 
princ^>le that description is for the purpose of understanding and ulti- 
mately for the purpose of control; in consequence, the guiding con- 
sideration throughout should be the discovery and exhibition of causal 
relations. In this connection more might be said on the selection of the 
facts to be gathered and presented and the analysis of data for bring- 
ing out the information they potentially contain. 

F. H. Knight 

Universfty of CmcAoo 



Use of Factory Statistics in the Investigation of Industrial Fatigue, A 

Manual for Field Research. By Philip Sargant Florence, M.A., 

Ph.D. (Studies in History, Economics, and |Public Law, Vol. 

XXXI, No. 3.) New York: Colmnbia University, 1918. Pp. 153. 

As the sub-title, "A Manual for Field Research/' indicates, this monograph 

deals with methods rather than results. References to actual investigations 

(by the author and others) contain considerable up-to-date information, but 

this is illustrative merely and no effort is put forth to make it systematic or to 
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draw general conclusions. Indeed — and this will be missed by student 
readers— there is no attempt to estimate the real value of the sort of research 
discussed or the dependability or general significance of the results attainable. 
Intended simply as a practical guide for the concrete work of investigators 
in whcHn no high degree of education or training may be presui^;)osed, the study 
is limited to elementary questions of procedure and interpretation. The analy- 
sis of the problem into its elements, however, is clear and thorough and the 
directions and precautions sotmd and practical. The outline of the presenta- 
tion is elaborate and formal to the verge of the pedantic. Part V, on "The 
Demonstration of Cpnditions Predisposing to Fatigue/' meaning conditions 
affecting it either way, raises in especially acute form the deeper questions of 
statistical logic, as to uniformity of fundamental conditions, representative or 
typical character of situations, margin of error, etc., which are not broached 
by the author. 



Digitized by 



Google 





NEW BOOKS 



A History of Suffrage in the United States 

By Kirk Porter, Kansas State Normal School. 2^2 pogeSj doth; $1.25, 
postage extra {weight 1 lb. 2 oz.) 

This volume presents a panoramic picture of the entire United States 
from decade to decade without getting lost in the details of local his- 
tory. The reader is provided with a background from which he can 
approach the unsolved suffrage questions with a knowledge that he 
might not be able to gain elsewhere. 

Starved Rock State Park and Its Environs 

By Carl O. Salter, University of Michigan; Gilbert H, Cady, lUlnois 
State Geological Survey; Hexry C. Cowles, University of Chicago, t^S 
pag€Sj doth; $2.00^ poikige extra {weight i lb, 1 oz.) 

The park and its surroundings have a number of features, such as the 
beautiful little canyons, which are unusual rn this part of the country. 
The study includes the geography, geology, and botany of the park, and 
the exploration, settlement, and development of the region. 

A Field and Laboratory Guide in Biological Nature -Study 

By Elliot R. Downing, The School of Education of the University of 
Chicago. Loose leaf. Inserted in envelope to fit. $t.oo, postage extra 

This is a loose-leaf notebook for the use of the student. It is to be 
used in connection with laboratory work and field trips, and provides 
for making records of observations of plants and animals, A Source 
Book in Biological Nature-Siudy, for teachers' use, is in i:»ress. 

The Relation of John Locke to English Deism 

By S. G. Hefelbower, Washburn College. ig6 pages^ cloth; $1.00^ post- 
age exim (weight 14 oz.) 

The author presents evidence to prove that the severaJ widely accepted 
historical opinions regarding the relation of Locke to English Deism are 
wrong, and that the two are related as co-ordinate parts of the larger 
progressive movement of the age, 

A Survey of Religious Education in the Local Church 

By William C. Bower, Transylvania College. 144 pages^ doth; yi.25, 
postage extra 

This book is a result of the author's experience with the survey method, 
and has been prepared to make possible a careful survey of religious 
education in the kx:al church. It presents the treatment of the social 
survey, the educational survey, and the survey in religious education. 

Order from your Bookseller or from 



THE university 

CHICAGO . - . . 



OF CHICAGO 



PRESS 

ILLINOIS 



Googt 



Digitized by 



oogie 



Make the Day's 
Work Bigger 

C Not by putting more work on 
your lypislf but by relieving her of 
it and putting it on the ma chine. 

C Lei the machine do iL This 
is the time-saving secret of the 



Self-Starting 
Remington 



REMINGTON TYPEWRITER COMPANY 

Incorporalfld 
374 BROADWAY NEW YORIC, NY 




FINE INKS ^ ADHESIVES 
Far tlio*e who KNOW 




Dnwlnt Iiik4 
EtoriiAl Writing lali 
Enf ro««lng Ink 
'"mutia* MiicllAt« 



/ et^ 

V En 

1 O^ or I tl ^ >^«to Mownter Pait« 

*&»■■■ "^ i Orawti^i lio*rd Put* 

/ LlquM PBftfl 

I Office PftMte 

\ Veg«tAt>l« Otoe, Etc. 

At« tht Finest and Beat Inks «nd AdhesiTct 



E,in>iicipat« 3ri!»urte]f fram the UM p( corriMi'^e mud 
itl-iiticl1ii3« iolit ind adh'CilTet and idopF tht 
Klfgin' Tiik* Md AdhHivai. ThnwiUbett 
frvelption to TOu, thc]r arc ic ifpect,r crc«K, wvll 
put upn ■mil withal to cfliciciit. 

At Out«r» 0«il«rBilf 



CHAS. M, HIGGINS & CO., mirs. 
37 1 Ninth Str«et Brooklyn, N.Y. 




^auscK^lomb 

BALOPnCON 

TOE PERFECT STEREOPTICON 



Invaluable for instruction and lecture work 
an ideal projection lantern for classroom, 
laboratory, or auditorium. Models for 
either lantern slides or opaque objects 
(photo prints, postcards, specimens, etc.) 
or b o th . Eq uipped with the new gas-filled 
Mazda lamp, absolutely automatic. More 
complete models for microscopical and 
all known forms of optical projections. 
Becatjse of the demands made upon our resources 
for some of ihe govern mefit's moat important militnry neet^s, we are unable to make Balopticon 
detiveries for the present. While proud to be of service in this world crisis, ^^e shall expect 
to serve out other patrons eveii more efficiently th«n before, when the world is again at peace. 

gousch ^ Ipmb Qpticol Q. 

654 8T. PAUL STREET. ROCHESTER. N.Y. 

NEW YORK WASHINGTON CHICAQO SAN FRANCISCO 

Leading American Maken of Microecopea, Photomicngrathic and Prafedion Apparahu {Baloptkom), Pho t of r a^hk and 

Ophthalmic Len$e$, SUreo'Priam Binocutan, Range Flnden, Gun Sight*. SearcMight Refiecton, and Other Hlgh-Grmde 

Optical Products 



Combmedl B&l^ntkdn 



Digitized by 



Google 



Digitized by 



Google 



Digitized by 



Google 






\ 

\ 



Digitized by 



Google 



This book should be returned to 
the Library on or before the last date 
stamped below. 

A fine of five cents a day is incurred 
by retaining it beyond the specified 
time. 

Please return promptly. 



JUL -6 1937 



duE ^uug \ m DUE oc: .-6 laae 



DUE SEP 3C Jl 

SEP2-*52H 



*j^ 



'■ due::*: : • 1338 



Digitized by 



Google 



